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CHAPTER I 



INTRODUCTION 

Definition of the Problem Area 

The state and local governments of the United States 
bear the brunt of many difficult domestic problems such as ed- 
ucation, health, and welfare. The costs of providing these 
services tend, in many cases, to exceed the economic growth of 
the communities. Hence, the ability to meet these increasing 
demands has steadily deteriorated in many areas, most notably 
the large cities. This has been particularly true during the 
last decade. The dramatic increase in spending at the state and 
local levels has come about in response to a number of develop- 
ments: general population grov/th, increases in size of our cities 

and the accompanying need for more social and economic services, 
rising inflation, and the increasing tendency for people to ex- 
pect the government to solve more problems for the individual. 
Adding further to the financial problems of many communities has 
been the flight of middle and high income people from cities to 
the suburbs, leaving cities with the heavy burden of providing 
services to large numbers of people with low incomes v;ho are able 
to pay only a. snail share of the cost of government services. 
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State and local revenues, based primarily on sales and property 
taxes, often do not keep pace with national economic grov/th.^ 

The pressing financial situation of many of the state and 
local governments, particularly the large cities, provides part 
of the backdrop that led the Nixon Administration to devote its 
efforts tovjard some type of Federal assistance to the state and 
local communities. In his address to the Nation on domestic 
programs on August 8 , I969, President Nixon stressed the neces- 
sity of implementing a revenue sharing system as soon as pos- 
sible. In a series of successive moves, the Nixon Administration 
and legislative supporters Introduced revenue sharing bills that 
finally sa^^^ passage on October 20, 1972, of the State and Local 
Fiscal Assistance Act of 1972. 

Supporters of revenue sharing legislation assert that 
state and local governments in general are experiencing a fiscal 
crisis that can be alleviated only by funds from the Federal Gov- 
ernment, and that the Act of 1972 will not only relieve this crisis, 
but will also reduce the pressures for increased property taxes, 
put money xvhere the need is greatest, move money and power closer 

to the people, and combine resources and responsibilities at ap- 

2 

propriate levels of. government. Opponents, on the other hand, 
while admitting that some local governments, primarily the large 

^H.R. 1 ^ 370 , 92nd Cong., 2d Sess. (1972); Committee on 
Finance, U.S. Senate, Report Torether v;ith Additional and Hinor- 
ity Views (to Accompany K.R. 1^370), 9"! 

2 

U.S. Department of the Treasury. V/hat Revenue Sharing 
Is All About. (V/ashington, D.C.; Government Printing Office, 

1972), pp. 2-3. 
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cities, do face a fiscal crisis, deny that state and local gov- 
ernments face a common fiscal crisis and maintain that revenue 
sharing is a disastrously conceived concept that v;lll do more 
harm than good. Opponents of revenue sharing also maintain that 
the system as finally adopted is not designed to aid those gov- 
ernments v^lth the greatest need for assistance.^ 

The Research Question 

This study is undertaken to examine the provisions of 
the State and Local Fiscal Assistance Act of 1972, discuss the 
goals of this act' and the premises on which these goals are 
based, evaluate the conflicting views of the proponents and op- 
ponents of revenue sharing, and assess the ramifications of this 
new system of Federal assistance. The primary research question 
can then be stated as: "What are the implications of current 

Federal revenue sharing for future taxation measures by state 
and local governments?" 

To facilitate the development of the topic, the following 
subsidiary questions will be investigated: 

1. What changes in the concept of Federal revenue sharing 
took place from the time legislation vjas first intro- 
duced in Congress to the time it was enacted into lav;? 

2. V/hat political trade-offs v;ere necessary to achieve 
passage of revenue sharing legislation? 

^H.R. 1^1370, 92nd Cong., 2d Sess. (1972); Committee on 
V/ays and I-’eans, U.S. House of Representatives, Report v;ith Sup- 
plemental, Additional, and Dissenting Vlev;s (to Accompany H.R. 

1^370), pp. &C-110. 
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3. What is the present status of the revenue sharing 
program? 

How v;ill revenue sharing affect state and local 
spending? 

5. How will revenue sharing affect state and local 
taxation? 

Purpose and Objectives of the Study 

The purpose of this study is to determine the effects 
that revenue sharing will have on the administration of the state 
and local governments insofar as spending and taxation policies 
are concerned. This determination will necessitate consider- 
ation of the national politics involved in the passage of re- 
venue sharing legislation, factors relating to the computation 
of funds received by each unit of government, and the expecta- 
tions of the public as to the permanency of revenue sharing. 

Scope of the Study 

It vias originally intended that this study investigate 
the ramifications of revenue sharing at both the national and 
local levels of government, but it soon became apparent that the 
complexity of the Federal budgetary and taxation processes pro- 
hibited the inclusion in a limited study of this nature of the 
effects of revenue sharing on the national economy. It was de- 
cided, therefore, to concentrate on the state and local govern- 
ments, primarily the latter, inasmuch as these units of govern- 
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merits were to be the recipients of the benefits of revenue shar- 
ing. The role of the Federal government in adopting revenue 
sharing funds, and the amount of money Involved are discussed in 
this study, but there is no attempt to explain how the money is 
to be raised by the Federal government or determine the possible 
affects on Federal taxation policies or the national debt. 

Methodology 

The Information for this study was gathered from both 
primary and secondary sources. Interviews were conducted with 
officials of several Federal agencies, U.S. 'Representative Ella 
T. Grasso of Connecticut, and with mayors, city managers, and 
other officials of city, town, and county governments in several 
states. No v;rltten questionnaire was developed for mailing pur- 
poses, but questions appropriate to each Interview vjere prepared 
in advance of the scheduled interview for use therein. Informa- 
tion obtained by interview is used in various sections of this 
paper, but Inasmuch as most of the interviews were conducted with 
local executive officials to ascertain their intended use of re- 
venue sharing funds, most of this information is included in 
Chapter VI and Appendix II. 

The remaining information for this study was obtained 
from secondary sources and is used in the development of back- 
ground and technical information. The secondary sources v;ere 
generally in the form of official publications or documents of a 
public nature. 
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The analysis of the data gathered was inductive in nature 
and the conclusions were reached using this manner of reasoning. 
There v/as no attempt to arrive at conclusions using statistical 
methods. Much of the information obtained by interview was ten- 
tative in nature and in any event was not easily adaptable to 
statistical or computer applications. 

Limitations 

Revenue sharing as adopted by the Act of 1972 is a very 
new concept. The first checks under this system had just been 
distributed by the Treasury Department at the time interviews 
were conducted and other sources investigated. Many units of 
government have not yet decided how their funds are to be employed 
and many questions remain concerning the proper use of funds, 
monitoring of the system, and the future of revenue sharing. 
Therefore, the conclusions arrived at in this study are based on 
a very limited experience under the new revenue sharing system. 
This system under the 1972 legislation has a scheduled life of 
five years, so the possibility exists that the eventual effects 
of revenue sharing will not be the same as presently anticipated.^ 

A.S previously mentioned, the conclusions of this study are 
not based on statistical methods, but rather on inductive reason- 
ing, emplcying information from primary and secondary sources. 

^State and Local Fiscal Assistance Act of 1972, Sec. 

105, 86 S-at. 919 U972). 
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Organization 



This study begins vrith a background survey of the revenue 
sharing concept and traces che evolution of Federal revenue sharing 
as a solution to the perceived problems of state and local gov- 
errzr.ents . "he goals of revenue sharing are then discussed, 
recognizing that both oolitical and econonic considerations are 
involved, "^he provisions of the State and Local Fiscal Assist- 
ance Act of 1972 are discussed in sor.e deoail, vrith prominence 
accorded the formulas for com.outing one funds for each soate and 
locality. The ccm.poneno factors of these form-ulas are emam-ined 
in order to identify the incentives reoresented by the Aict of 
1972 and to clarify some of the political goals of the legisla- 
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secondary sources, after u-hich alternatives to revenue sharing 
are evalixated. Finally, the ram.if ications of revenue sharing, 
both the desirable and undesirable features, are assessed and 
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CHAPTER II 



THE GOALS OF REVENUE SHARING 



General 



Revenue sharing has often been stressed as a policy 

Instrument of great versatility by Its proponents and has 

been presented as a program with many different simultaneous 

objectives. In his revenue sharing message to Congress on 

August 13 j 1969, President Nixon stated: 

Our ultimate purposes are many: To restore to the States 

their proper rights and roles in the Federal system with 
a new emphasis on and help for local responsiveness; to 
provide both the encouragement ana the necessary resources 
for local and State officials to exercise leadership in 
• solving their own problems; to narrov; the distance bet- 
ween people and the government agencies dealing v;lth their 
problems; to restore strength and vigor to local and State 
governments; to shift the balance of political power av/ay 
from Washington and back to the country and the people.^ 

Revenue sharing as envisioned by President Nixon is the keystone 
to his philosophy of "New Federalism" under which power and in- 
fluence would flov/ to the state and local governments, reversing 
the trend of the past fev; decades. As the President views the 
situation, it was the flow of money to Washington follov/lng the 



Legislative Reference Service. Library of Congress. 
Resolved: That tl~ie Federal Government Should Grant Annually 

A specific Ppreentare of Its Income Tax Revenue to the 
State Governments: A Cojlectlon of Excerpts Helatln.’; to 

the Intei'colleriate Debate Topic, llGd-lO'/O , (Document 
No . 91 - 15 b ) . Washington, D . C . : Government Printing Office, 

1970, p. 
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adoption of the personal Income tax early in this century that 
created the concentration of power and authority In Washington, 
and only a reverse flow of money can create a corresponding 
reverse flov/ of povier and authority.^ 

The key words In the President’s message to Congress 
consist of the phrase, "Our ultimate purposes are many." Some 
of the purposes have been described In detail and appear to be 
fairly straightforward. Other purposes seem to be referred to 
In a more oblique manner. Revenue sharing Is definitely much 
more than an economic measure designed to assist lower echelon 
governments. Some of the more detailed goals and purposes of 
revenue sharing are discussed below. 

Fiscal Assistance to State and Local Governments 

Perhaps the most Immediate goal of revenue sharing Is to 

help relieve the fiscal pressures on the state and local govern- 
2 

ments . This goal Is both quantitative and qualitative In 
nature: quantitative In the sense that Federal funds are to be 

added to the limited local resources, and qualitative In the sense 
that Improvements In the quality of local services are to be 
realized, especially In the poorer states, and that local Initia- 
tive and responsibility are to be stimulated as part of the 
national Interest In revitalizing state and local government. 



Ibid . , 


P • 


2. 


Ibid . , 


P • 


21. 
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Revitalization of State and Local Government 

In addition to the benefits of Immediate cash, the 
vitality, efficiency, and fiscal Independence of state and local 
governments are to be enhanced.^ This goal Is actually a re- 
expresslon of the traditional American faith In pluralism, de- 
centralization, and diversity. Implicit In this goal Is that 
there Is enough money at the Federal level to finance our national 
programs, but there is not enough wisdom to administer them at 
that level. Therefore, the states and localities are to be relied 
upon to carry out the centrally financed programs. This revital- 
ization is to be brought about by providing new financial elbov;- 
r^oom, free of political penalties that would accompany an increase 
of local taxes; by nourishing the purely local services and build- 
ing a staff and structure to carry them out effectively; and by 
enabling the economically weaker states to provide the same scope 

and quality of services as the wealthier states, without Imposing 

2 

unreasonable burdens on their citizens. 

Movement of Money and Power Closer to the People 

President Nixon has repeatedly emphasized the view that' 
the government closest to the people, i.e., state and local gov- 
ernment, is best able to provide the services that directly 
affect most of the people. Revenue sharing, therefore. Is to 
provide the flow of both funds and pov/er to the local level 

^ Ibld . , p. 21. 

^Ibid . , pp . 26 - 27 . 
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for this purpose. Narrov/lng the distance betvjeen people and 
the government is a recurring theme of the "New Federalism." 

Redistribution of Income 

Redistribution of income is not one of the goals of rev- 
enue sharing to which the President has given emphasis, but the 
structure of the legislation leaves no doubt that this is a major 
goal of revenue sharing as ultimately adopted. Though difficult 
to pinpoint, there is a good deal of evidence that the redistri- 
bution aspect of the bill resulted primarily from Congressional 
manipulation. 

Stimulation of State and Local Tax Efforts 

It has long been recognized by even the most ardent pro- 
ponents of revenue sharing that many state and local governments 
have not employed their tax resources to the fullest possible 
extent and that many of these units of government are experiencing 
fiscal difficulties primarily because they have failed to insti- 
tute the necessary taxation measures.^ For this reason all the 
various revenue sharing proposals, including the President’s 
original proposal and the final Act of 1972, have given great 
emphasis to revrarding those governments that maintain or expand 
their own taxation efforts. This emphasis has taken the form of 
a "general tax effort" factor used in the revenue sharing formulas 

^H.R. 1^370, 92nd Cong., 2d Sess. (1972); Committee on 
Ways and Means, U.S. House of Representatives, Report v;lth 
SuDDlemental , Additional, and Dissenting Views (to Accompany 
H.R. 1^1370), p. 92. 
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for distribution of funds. ^ This will be discussed in more 
detail in Chapter V. 



^ State and Local Fiscal Assistance Act of 1972 . 
Sec. 109, «6 Stat. 919 (l972). 



CHAPTER III 



BACKGROUND SURVEY OP THE REVENUE SHARING CONCEPT 

General 

The general concept of revenue sharing took shape in 
America as far back as I 805 when President Jefferson In his 
second Inaugural address urged that Federal revenue be used 
among the states for canals, rivers, roads, arts, education 
and other great objects within each state. ^ However, this con- 
cept received little serious consideration for another century 
and a half. Though the Federal Government long ago established 
a system of grants-ln-aid to states, funds transferred to the 
states under this program were allocated for specific projects 
and there was no attempt to use the grants-in-ald system as a 
form of revenue sharing over I'/hich the states could exercise 
control. In the 1950 *s and 1960*s a resurgence of interest in 
a system of Federal revenue sharing arose amidst both academic 
and political leaders. No concrete results in the form of legis 
latlon took place during these tv;o decades, but the interest in 
such a plan v/as sustained, and gradually more influential people 
perceived the need for some form of revenue sharing as essential 

^Executive Office of the President. The Domestic Counci 
The History of Revenue Sharing . Washington, D.C.: Government 

Printing Office, 1971, p. 1. 
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to national and local government interests. 

America has changed radically during the past few decades, 
particularly since World War II. The economic, social, and pol- 
itical developments of this period have greatly enhanced the fiscal 
position of the national government and have resulted in the flow 
of vast political povrer to the. Federal government.^ At the same 
time, the forces that brought about these changes have contri- 
buted to the plight of the state and local governments. The net 

result has been the creation of what has been called ’’the fiscal 
2 

mis-match.” In other words, there has been a reversal in the 
fiscal relationships betv;een the Federal government and the state 
and local governments. For example, in 1930 state and local gov- 
ernments collected more taxes than the Federal government; today, 
however, tne Federal government collects two-thirds of all taxes. 
Prior to 19^0, the Federal government devoted over 80 percent of 
its budget to domestic purposes, but today only percent of the 
Federal budget goes for domestic purposes. One factor has re- 
mained constant while this reversal of roles took place: the 
American people still look to the state and local governments for 
social and educational services. 

V/hlle political pov/er and funds generated by taxation have 
become concentrated at the national level, drastic changes in 

^national League of Cities - U.S. Conference of Mayors. 
Support Revenue Sharing . Washington, D.C., 1972, p. l4. 

^Ibid. 

Revenue Sharing Advisory Service, Inc. V/hy Revenue 
Sharinp;? . V/ashington, D.C., 1972, p. 7. 
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patterns of living have rapidly Increased the urbanization of 
American society, resulting in the demand for more extensive 
social, v/elfare, and educational services at the local level. 

The continuation of the Industrial Revolution, particularly the 
rapid industrialization of agriculture, created a rural-to-urban 
migration that has resulted in an increasing concentration of 
unskilled v;orkers in the urban centers, which, in turn, has 
caused middle and upper income groups to congregate in the suburbs.^ 
Other factors have aggravated this polarization of the poor, un- 
skilled workers in the core cities and the middle and upper income 
groups in the suburbs. Fragmentation of the national welfare 
system allowed many states to pay only a fraction of the relief 
that was being paid in other states, thus creating a migration 
from the rural South to the Industrialized cities of the North. 
Federal Housing Authority (FHA) policies contributed to urban 
sprawl and the flight to the suburbs of the middle and upper in- 
come groups by subsidizing more than ten times as many units of 
housing in the suburbs than in the inner city. The national high- 
way program further stimulated the suburban exodus by the con- 
struction of endless freev/ay systems while ignoring the need for 

urban mass transit. Therefore, national policies have contributed 

2 

to the steady deterioration of the nation’s cities. The demand 
for services in the cities remains high, but the populations 
thereof are able to pay only a small share of the expenses. 

^Revenue Sharing Advisory Service, Inc. VJhy Revenue 
Sharing ? , V.’ashington, D.C., 1972, p. 6. 

^Ibid. 
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It was the plight of the large cities that sparked the 
drive for a system of Federal revenue sharing, though as we 
shall see later, the system as ultimately adopted does not give 
particular emphasis to solving the cities' fiscal problems. In 
presenting his revenue sharing proposal to Congress, President 
Nixon stated: 

The growing fiscal crisis... in our states and communities 
is the result in large measure of a fiscal mismatch; needs 
grov; fastest at one level v/hlle the revenues grow fastest 
at the other. This fiscal mismatch is accompanied, in turn, 
by an "efficiency mismatch"; taxes are collected most 
efficiently by the highly centralized Federal tax system 
while public funds are often spent most efficiently when 
decisions are made by state and local authorities. What is 
needed, then, is a program under which we can enjoy the 
best of both worlds, a program that will combine the ef- 
ficiencies decentralized expenditure. What is needed, in 
short, is a program for sharing Federal tax revenues with 
state and local governments.^ 



Sources of Revenue of State and Local Governments 



State and local governments rely heavily on property and 
sales taxes for revenues, and for this reason additional tax re- 
venues have recently become increasingly difficult to obtain. 
Inasmuch as these revenue sources do not increase rapidly as 
income levels rise, revenue Increases must be obtained through 
rate increases, a politically distasteful and dangerous course 
of action at the lovjer levels of government. 

For many core cities the financial problems are partic- 
ularly acute. The movement of middle income and high income 



Executive Office of the President. The Domestic Council. 
The History of Revenue Sharing . Washington, D.C.: Government 

Printing Office, 1971, p. -o . 
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people to the suburbs has resulted In a dwindling tax base for 
the cities. Another factor aggravating this situation is that 
some states and localities have not made effective use of the 
revenue resources available to them. There are substantial varla 
tlons in the tax effort made by the various states and localities 

In 1970 state and local governments derived about 7^ 
percent of their total tax revenue from property and sales taxes- 
sources whose yields rise only about proportionately with in- 
creases in Income levels. In contrast, state and local Income 
taxes — the taxes v;hose yields rise relatively rapidly as Income 
levels Increase — accounted for only about 17 percent of their 
total tax revenue.^ 

Local governments are much more restricted in the tax- 
ation measures available to them than are the state governments. 
Even vjith heavy sales taxes and local property taxes, local gov- 
ernments in some cases are not able to provide the services ex- 
pected by the coimnunitles . This is particularly true in the 
large cities. State governments, on the other hand, are exper- 
iencing surplus budgets at present, and many could Increase their 

revenues even more through miore effective use of the state Income 
2 

tax, etc. 



^H.R.' 1^^370, 92nd Cong., 2d Sess . (1972); Committee on 

V.-ays and Means, U.S. House of Representatives, Report with 
Suoolemental , Additional, and Dissenting Viev's (to Accor.pany 
K.R. lA370),'p. 5. 

2 _ 

"The :-'iscal forecast Is Fine for the States," Business 
Reek, February 17, 1973, p. oS. 
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Since some local governments clearly are In need of ad- 
ditional sources of revenues, and since the states are in a 
position to raise these revenues, it seems incumbent upon the 
state governments to assist the local governments, rather than 
expecting the Federal government to do so. In any event, it is 
clear that Federal revenue sharing is not the only remaining 
solution to the problems of the big cities. 

Fiscal Situation of State and Local Governments 

It is difficult to generalize about the fiscal situation 
of state and local governments, inasmuch as .there are almost 
39 >000 units of local government in addition to- the 50 state 
governments.^ The governments with the severest fiscal situation, 
hov;ever, are the large cities. The migration of low income groups 
to the cities, the departure of the higher income groups there- 
from, and the limited taxation measures available to the cities 
have already been discussed. Most state and local governments, 
exclusive of the large cities, however, are not experiencing 
fiscal difficulties that cannot be solved by taking reasonable 
measures v/ithin their authority. 

As a matter of fact, most state governments have operated 
with a small budgetary balance in the past few years. There were 
17 states that experienced a deficit in 1968, 8 in I969, and 14 
in 1970 . Furthermore, most of those with deficits v;ere only 

^U.S. Department of the Treasury. V/hat Revenue Sharing 
Is All About. V/ashington, D.C.: Government Printing Office, 

1972 , p. 1. 
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slightly in the red. In the aggregate, state govern- 
ments in 1970 received revenues of $1.30.8 billion and expended 
$131.3 billion, for a deficit of only a half billion dollars.^ 
Compared to the Federal deficit, a half billion dollar deficit 
in the state governments is insignificant, even taking into con- 
sideration the difference in levels of receipts and expenditures. 

Several states are realizing a very substantial surplus 
in their budgets. Florida, for example, a state that has no per- 
sonal income tax and a modest sales tax of h percent, has a pro- 

2 

jected surplus of $300 million for the 1973 fiscal year. This 

surplus results primarily from revenue from'a recently adopted 

corporate Income tax and $38 million to be received from Federal 

■3 

revenue sharing.-^ Clearly this is a state that can do quite 
nicely without the revenue sharing funds. 

Maryland’s Governor Marvin Mandel recently asked the state 
legislature for a $2,467 billion budget that represents a 13.7 
percent rise over the current budget and projects a $39,588 sur- 
plus v/ith no tax increases to be Imposed. This represents a 
razor-thin surplus, to be sure, but it nevertheless demonstrates 
the ability of that state to meet its obligations without exper- 
iencing a deficit. In general there is no reason to doubt that 

^U.S. Bureau of the Census, Statistical Abstract of the 
United States: 1970-1972 , Washington, D.C. 

^ The Tampa Tribune , December I 8 , 1972, p. 1, Col. 6-8. 

^ Ibld . 

^The V/ashlngton Star-IIev/s, January 17, 1973, p. 1 Col. 5-7. 
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state governments can continue to carry out their responsibilities 
within the revenue generating measures available to them. 

In contrast to the relative well being of the states, 13 
of the 25 largest cities experienced deficits in 1967, in 1968, 
15 in 1969 , and 17 in 1970.^ The large cities, therefore, are 
the units of government that are experiencing the most severe 
fiscal difficulties. Their tax base is limited, the demand for 
services ever increasing, and their ability to finance budgetary 
deficits restricted. 

Evolution of Federal Revenue Sharing 

The social and economic conditions contributing to the 
fiscal difficulties of the large cities have been mentioned. 

This section will discuss some of the political history of revenue 
sharing concepts and the major Congressional hurdles that were 
surmounted before passage of the 1972 Act could be achieved. 
Chapter IV will deal with the various revenue sharing bills that 
were Introduced in Congress and trace the political process that 
ultimately produced the Revenue Sharing Act of 1972. 

Though the concept of some type of sharing of Federal 
revenues by the national government with state and local govern- 
ments can be traced back to Jefferson's days, the first revenue 
sharing bill v/as Introduced in 19 58 by Congressman Melvin Laird 

. S . Bureau of the Census, Statistical Abstract of 
the United States: 1969-1972, V.'ashlngton, D.C. 
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of Wisconsin.^ There was little support for this idea at that 
time and the bill never reached the floor of the House of Rep- 
resentatives . 

In i 960 economist Walter W. Heller of the University of 

Minnesota developed the "Heller Plan" under which a system of 

revenue sharing vjould be used to channel funds to state govern- 
2 

ments . The states in turn would develop a plan for assisting 

the cities, towns, and counties. This plan did not attract a 

great deal of attention at first, but as Chairman of the Council 

of Economic Advisors during the Kennedy-Johnson Administration 

( 1961 - 196 ^), Mr. Heller advocated revenue sharing v/lthln high 

3 

policy circles of government. In 1964 President Johnson in- 
structed economist Joseph A. Pechman to prepare a report on re- 
venue sharing. The contents of this report were never publicized 

4 

the President declining to release it. 

Support for revenue sharing continued to gather. In 1965 
The Rlpon Society, a liberal Republican group, endorsed the 
concept of revenue sharing, and during the 90th Congress (I 967 - 
1968 ) over 100 bills viere introduced proposing more than 30 
1 

Revenue Sharing Advisory Service, Inc., Revenue Sharing 
Bulletin , Hoveraber 1972, Vol. 1, No. 1, Washington, D.C., p. 1. 

2 

Executive Office of the President. The Domestic Council 
The History of Revenue Sharing . Washington, D.C.: Government 

Printing Office, 1971, p. 2. 

^ Ibid . 
i| 

Revenue Sharing Advisory Service, Inc., Revenue Sharinr 
Bulletin , November 1972, Vol. 1, No. 1, V/ashlngton, D.C., p. 1. 
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different types of revenue sharing programs.^ Again, none of 
these bills ever reached the House floor, but It became apparent 
that some form of revenue sharing v/as Inevitable within the next 
few years. 

Seizing the opportunity of the times, national associa- 
tions of state, county, and city officials adopted policy posi- 
tions favoring enactment of a revenue sharing program. In the 
1968 election campaign both Republicans and Democrats included 

revenue sharing planks in their platforms and both presidential 

2 

candidates publicly supported revenue sharing. 

Following his election to the Presidency, Mr. Nixon moved 
quickly to implement his ideas of the "New Federalism," revenue 
sharing being central to his concept of returning both money ana 
authority to the lower levels of government. In the spring of 
1969, President Nixon and state and local government officials 
announced agreement on the basic provisions of a revenue sharing 
program, and on August 8 , I969, the President outlined his program 
in a nation-wide television address. His stated purpose was to 
relieve state and local fiscal crises, reduce pressure for in- 
creased property taxes, put money v/here the need is greatest, 
move money and pov/er closer to the people, and combine resources 
and responsibilities at appropriate levels of government. 

At this particular point, there was no enthusiasm at all 
for revenue sharing in the crucially important House VJays and 

1 

Ibid . , p . 7 . 

p 

'Executive Office of the President. The' Domestic Council. 
The History of Revenue Sharing . V/ashlngton, D.C.: Government 

Printing Office, 1971 , p. 2 . 
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Means Committee chaired by the pov;erful Wilbur Hills of Arkansas. 
The reaction in the Senate was much more favorable, however. On 
September 22, 19^9, only six v;eeks after President Nixon’s nation- 
wide address, the Senate Subcommittee on Intergovernmental Re- 
lations, chaired by Senator Edmund Muskie of Maine, began hearings 

2 

on several revenue sharing proposals. Though revenue sharing 
legislation, like all revenue programs, must originate in the 
House, Muskie’s subcommittee succeeded in focusing public at- 
tention on the program. 

In the spring of 1970 more than 2,000 state, city and 

county officials visited their Congressmen t-o press for sup- 

3 

port of the revenue sharing program. They publicly urged Con- 
gressman Mills to hold committee hearings, but Mr. Mills responded 

that the committee was busy with many other pieces of legislation 

4 

having high national priority. Additional pressure was clearly 
needed if the House Ways and Means Committee was going to be 
forced to act on revenue sharing proposals. 

On June 24, 1970, the President renewed the revenue 
sharing drive by publicly releasing a memorandum to senior ad- 
ministration officials urging them to espouse the program at 

5 

every opportunity. In the fall of 1970 state, city, and county 
officials solicited commitments for the program from over 200 

^Revenue Sharing Advisory Service, Inc., Revenue Sharinr 
Bulletin , No\'’ember 1972, Vol. 1, No. 1, VJashington, D.C., p. 7. 

2 3 4 

Ibid . -^ Ibld . Ibid . 

^Revenue Sharing Advisory Service, Inc., Revenue Shari nr 
Bulletin , November 1972, Vol. 1, No. 1, V/ashington, D.C., p. 7. 
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Congressmen and 59 Senators.^ In another nation-wide television 

2 

address in December 1970, President Nixon stated: 

There Is nothing I feel more strongly about than the 
proposal for revenue sharing — the new one that I will 
be submitting to Congress. 

Early In 1971 the Nixon Administration began to push 
harder for the revenue sharing program. In his State of the 
Union Message, President Nixon announced a new revenue sharing 
program budgeted for about $5 billion, ten times more than the 
Administration's first proposal. Congressman Mills Immediately 
announced his strong opposition to the bill. At this point the 
U.S. Conference of Mayors began to organize -the Legislative 
Action Committee to focus public attention on critical Issues 
facing American cities and bring pressure on Congress to act. 

The Intense lobbying by the U.S. Conference of Mayors began to 
bear fruit. The Legislative Action Committee traveled throughout 
the country In 1971 and 1972 explaining to the media and local 
citizenry the absolute necessity, as they saw It, for cities to 
have revenue sharing.^ 

All these forces soon had an affect. On April 22, 1971, 
Mr. Lawrence O'brlen, Chairman of the Democratic National Com- 
mittee, called a meeting in the Capital of Democratic governors, 

^ Ibld . ^ Ibld . 

^"Text of President's Message on Revenue Sharing," 
Congressional Quarterly, VJeekly Report, February 12, 1971, Vol. 
XXIX, No. 7, p. 392. 

^Revenue Sharing Advisory Service, Inc., Revenue Sharing 
Bulletin , November 1972, Vol. 1, No. 1, Washington, D.C., p. 7. 
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mayors. Senate and House leadership to discuss domestic procrams. 

Including revenue sharing, and on May 11, 1971, Chairman Mills 

announced that the House V/ays and Means Committee v/ould hold 

public hearings on revenue sharing beginning June 2, 1971.^ 

During the hearings In June 1971, before the House Ways 

and Means Committee, Chairman Mills, V7hlle objecting to the 

Administration's general .revenue sharing plan, reluctantly agreed 

to support a program of his ov/n design to aid state and local 
2 

governments . 

On June 22, 1972, the House of Representatives approved 
the revenue sharing bill as constructed by Mr. Mills, and on 

3 

September 12, the Senate passed the bill by a vote of 6H to 20. 
About a month later both the Senate a.nd the House accepted the 
Conference Committee's report and on October 20, 1972, President 
Nixon signed the bill into law. 

^ Ibld . 

^ Ibld . 

3 

"Senate Revenue-Sharing Bill Favors Small, Rural States, 
Congressional Quarterlv , V/eekly Report, September 16, 1972, 

Vol. XXX No 3y, p. 2352. 



CHAPTER IV 



POLITICAL ACCOMODATIONS LEADING TO PASSAGE 
OF THE REVENUE SHARING ACT 

In Chapter III a brief discussion v;as presented that 
traced sosie of the important milestones in the evolution of 
Federal revenue sharing. It was pointed out that President 
Nixon had become an early advocate of this plan for assisting 
the lower level governments, but that no progress ivas made toward 
implementation of that goal through the Congressional process 
until mounting pressure was brought to bear through intense 
lobbying of organizations representing officials of state, county, 
and local governments. This chapter will trace the tortuous 
path of revenue sharing legislation through the various Congres- 
sional channels and Identify the compromises and adjustments 
that took place before the bill became law. 

President Nixon’s Initial Proposal 

President Nixon adopted his original revenue sharing plan 
from a proposal v.’hich gained currency during the Johnson Admin- 
istration. This was the "Heller Plan" referred to in the previous 
chapter.^ Mr. Johnson never accepted it publicly, possibly 

^Iregislative Reference Service. Library of Congress, 
op . cit . , p . 9 . 
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because he saw no opportunity to implement it in the face of the 

budget deficits brought about by the Vietnam War. 

Borrowing generously from the ’’Heller Plan,” Mr. Nixon 

formulated his original program in early 1969, presenting it to 

the country in a television address on August 8 of that year. 

1 

The key provisions of this original plan were: 

(1) Earmarking of a small but grovfing proportion of 
Federal revenues annually to be returned to state and 
local governments almost without restrictions on its use. 

(2) Allocation among states chiefly according to popu- 
lation but with a factor to reflect and provide incen- 
tive for revenue-raising efforts by individual states. 

(3) Allocation of about 30 percent of each state's share 
to its general local governments, according to their 
rex’’enue-raising efforts . 

(A) The expenditure of $500 million in FY '71 and the 
raising of this amount to approximately $5 billion by 
FY '76. These sums were geared to anticipated budgetary 
• surpluses. 

President Nixon's plan was Incorporated in bills (S 29^8 
and HR 13982) introduced during the 91st Congress, but they met 
opposition from the two ranking members of the Ways and Means 
Committee, which handles tax and revenue legislation. Chairman 
Wilbur D. Mills, joined by John W. Byrnes, the ranking Republican 
of the Ways and Means Committee, opposed uncontrolled state or 
local use of funds raised through Federal taxation. Chairman 
Russell B. Long of the Senate Finance Committee expressed oppos- 
ition to the plan on the grounds that there iv'ere no surplus 



^"Revenue Sharing: Bitter Battle Looms in Congress," 

Congressional Quarterly, Weekly Report, January 29, 1971, 

Vol' XXIX No. 5, p. 213. 
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revenues to share. Neither bill v;as acted upon. 

Other Proposals 

In the weeks following the President's initial proposal, 
revenue sharing gained substantial support from state and local 
officials, the public, and many members of Congress, despite the 
opposition of key committee leaders. Administration officials 
led by Murray L. Weidenbaum, Assistant Treasury Secretary for 
economic policy, met December 6 with state and local officials 
during a National League of Cities conference in Atlanta, Georgia. 
At this meeting details for a modified revenue sharing program 
were worked out, along with an agreement for stepping up the 
drive for Congressional action on the plan. 

In the meantime various Senators and Representatives fav- 
oring revenue sharing began to assimilate their own bills, de- 
signed in most cases to give maximum advantage to their own con- 
stituencies. It is beyond the scope of this study to examine 
each of these in detail, but the more important ones v/ill be dis- 
cussed to demonstrate their Impact on the bill that ultimately 
vfas enacted. 

Beginning in late 1969 the Senate Government Operations 
Subcommittee on Intergovernmental Relations chaired by Senator 
Edmund S. Muskle held hearings on a revenue sharing bill (S 2^183) 
introduced by Senator Muskie. This bill vias drafted by the 

^ Ibld . 

2 

Revenue Sharing Advisory Service, Inc., Revenue Sharing 
Bulletin , November 1972, Vol. 1, Mo. 1, V/ashlngton, D.C., p. 7. 
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Advisory Commission on Intergovernmental Relations (ACIR) of 
which he was a member.^ This bill never reached the Senate 
floor, but it is important to note that Senator Muskie, at that 
time widely regarded as the brightest presidential prospect in 
the Democratic Party, was an early advocate of some type of re- 
venue sharing. Senator Muskie introduced a quite similar bill 

2 

(S 1770) in 1971. 

Almost simultaneously with the disclosure of the new 

program worked out by Wiedenbaum on behalf of the Administration, 

Senator Hubert H. Humphrey and Representative Henry S. Reuss 

Introduced identical revenue sharing bills in the Senate and 

House, respectively, containing some elements of similarity to 

3 

and some marked differences from the Administration plan. They 
announced their proposal in December 1970, whereas Mr. Nixon’s 
official message for his new revenue sharing program was not 
delivered until February 1971. His revised proposal was in- 
troduced in the Senate by Senator Howard H. Baker of Tennessee 
and in the House by Representative Jackson E. Betts of Ohio as 



U.S. Congress. Senate. Committee on Government Opera- 
tions. Intergovernmental Revenue Act of 1969 and Related 
Legls-lation. Hearings before the Subcommittee on Intergov- 
ernmental Relations of the Committee on Government Operations, 
Senate, on S. 2483 and S. 2048, 91st Cong., 1st sess., 1969, 

p . 1 . 

2 

Revenue Sharing Advisory Service, Inc., Revenue Sharing 
Bulletin , November 1972, Vol. 1, No. 1, VJashington, D.C., p. 7. 

q 

"Revenue Sharing," Congressional Quarterly, VJeekly Report , 
June 4, 1971, Vol. XXIX, No. 23, p. 1214. 
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S 680 and HR ^187, respectively,^ Mr. Humphrey, also a Demo- 
cratic presidential prospect, wasted no time in placing himself 
in the forefront of the revenue sharing movement. 

At this point, therefore, there were three versions of 
revenue sharing being pursued by three powerful leaders; the 
President’s revised proposal; Senator Muskie’s proposal, based 
largely on the recommendations of the Advisory Commission on 
Intergovernmental Relations; and Senator Humphrey’s proposal. 

The major points in common as well as the significant differences 
of these three proposals will next be considered. 

President Nixon’s Revised Proposal 
Mr. Nixon’s new proposal reflected the renewed agreement 
with state and local leaders nurtured by Mr. Wiedenbaum. Addi- 
tionally , it represented a quantum jump in the President’s commit- 
ment to assist state and local governments. The amount of money 

for the first year of the program was increased tenfold, from an 
. . 2 

original $500 million to $5 billion. The concept of sharing 

only surplus revenues was abandoned. Mr. Nixon offered his plan 

after announcing that he would submit a deficit budget for Fiscal 
3 

Year 1972. Revenue sharing was treated as any other government 

^"Revenue Sharing: Congress Moves Away From Nixon," 

Congressional Quarterlv, VJeekly Report, March 12, 1971, Vol. 

XXIX, No. 11, p. 632. 

2 

"Text of President's Message on Revenue Sharing," Con- 
gressional Quarterly, V.'eekly Report, February 12, 1971, Vol. 

XXIX, No. 7, p. 393. 

■^"Revenue Sharing: Bitter Battle Looms in Congress," 

Congressional Quarterly, VJeekly Report, January 29, 1971, 

Vol. XXIX, No. 5, p. 213. 
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expense, although the idea was to make room for it by cutting or 
eliminating other less urgent proposals. 

The new proposal contained a bifurcated concept of general 
revenue sharing and special revenue sharing. General revenue 
sharing embodied the distribution of funds ($5 billion per year) 
to lower level governments relatively free of restrictions. 

Special revenue sharing involved combining existing Federal aid 
programs of $10 billion with $1 billion in new funds and using 
these funds in six broad areas; law enforcement, manpower train- 
ing, urban community development, rural community development, 
transportation, and education.^ A major goal of the special 
revenue sharing proposal was to consolidate many of the grant-in- 
aid programs into a few categories designed to achieve specific 

national objectives, rather than continue the widely dispersed 

2 

system of programs being financed by Federal grants-in-aid . 

To complement the special revenue sharing proposal, various bills 
to incorporate the objectives of the six broad areas mentioned 
above were introduced. 

Special revenue sharing is mentioned here because it was 
an important corollary to the general revenue sharing proposal . 
submitted in Mr. Nixon’s new plan. Hov;ever, the President's 
plans for special revenue sharing were never Implemented nor 
enacted into law, so this paper deals only x-jith general revenue 
sharing x-ihich did become laxv. It is interesting to note that Mr. 

^ Ibld . 

^Ibid. 
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Nixon attempted to overhaul the grant-in-aid program by using 

general revenue sharing as a vehicle for reorganization. This 

attempt did not survive the legislative process. 

The key provisions of President Nixon's revised general 

1 

. revenue sharing plan vxere as follows : 



(1) The size of the appropriation each year would be 

a designated percentage of the nation's taxable personal 
Income, the base on which individual Federal Income taxes 
are levied. The fund v/ould therefore grow in a steady 
and predictable manner with the growing tax base, enabling 
state and local governments to plan for the future. 

(2) The specific appropriation level recommended was 1.3 
percent of taxable personal income. At this level approx- 
imately $5 billion would be distributed -during the first 
full year of revenue sharing. It was anticipated that 
this sum would rise to about $10 billion by I 98 O. 

(3) There would be a permanent appropriation on a per- 
centage basis, thus placing the bill under the Juris- 
diction of the House Ways and Means Committee and by- 
passing the annual appropriation procedures. 

(4) A greater proportion (roughly half) of the shared 
funds would go to local governments under the revised plan. 

(5) Two factors would be used to determine how much 

money should go to each state: the size of the popula- 

tion and the degree to which it has already utilized its 
own tax resources. 

(6) Two options were available for determining the dis- 
tribution of funds within a state: use of a formula to 

be prescribed by the Federal government or use of a form- 
ula that the states would negotiate v/ith their local gov- 
ernments. A bonus of 10 percent v;ould be paid to those 
states developing their own distribution formula accept- 
able to the Federal government. All funds going to local 
governments would be channeled through the state gov- 
ernment . 

(7) Governmental units of all sizes would be eligible 
for aid. 



^"Text of President's Message on Revenue Sharing," 
Congressional Quarterly, Weekly Report, February 12, 1971, 
Vol". XXIX No. 7, p. 393 . 
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(8) General revenue sharing funds would be distributed 
with no program or project restrictions, at either the 
state or local level. 



Senator Muskle*s Proposal 



Senator Muskie’s bill (S 1770), Introduced for the second 

time in early 1971, proposed sharing $6 billion in Federal 

revenues the first year, $1 billion more than the Nixon plan.^ 

Other major provisions differing from the Administration bill 
2 

were : 

(1) Apportionment of funds among local governments on 
the basis of need, as well as population and tax effort, 
which were common to both bills. 

(2) A bonus, equal to 10 percent of a state's Income 
tax collections, to encourage the adoption of state 
income taxes. 

(3) Provisions for stronger safeguards against dls- 
. crimination in the use of revenue sharing funds. A 

mechanism for individual or class action suits was in- 
cluded . 

(4) Authorization of five-year appropriations, a means 
of financing the program which would keep jurisdiction 
over it in the Government Operations and Appropriations 
Committees. The House Ways and Means Committee and the 
Senate Finance Committee had jurisdiction over the Nixon 
plan because it Involved automatic sharing of a propor- 
tion of Federal revenues. 

The most significant differences between the Nixon plan 
and the Muskle plan vrere, therefore, that Muskie's contained 
the incentive for state Income taxes, provided for specific 
dollar appropriations over a limited period of time, and inter- 
jected need as one of the criteria for distribution of funds. 



^"Revenue Sharing," Congressional Quarterly, Weekly 
Report , June 4, 1971, Vol. XXIX No. 23. 

^Ibid . 
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Senator Humphrey’s Proposal 

Senator Hunphrey’s bill (S 24l) closely paralled that 
of Senator Muskie, providing $3 billion in the first year and 
$5 billion each year thereafter, with appropriations to be made 
annually.^ His bill also contained the state income tax incentive, 
but in addition contained an incentive for the modernization of 
state and local governments as a condition of participation by 
the state governments. This was an explicit recognition of the 
inefficient structure of many local governments. Since state 
government possess the power to regulate city and county bound- 
aries and the incorporation of these units of government. Senator 
Humphrey sought to force the state government to correct organi- 
zational inefficiencies of the local governments within the states, 
A tabular comparison of the revised Nixon plan, the Muskie 
and Humphrey proposals, and the Mills plan, which came several 
months later, is contained in Appendix I. 



Support for Revenue Sharing Legislation 



As noted previously, support for some type of revenue 
sharing had come from prominent politicians of both parties 
at various times over the last decade. Both the Republican and 



U.S. Congress. Senate. Committee on Government Opera- 
tions. Intergovernmental Revenue Act of 1971 and Related 
Legislation . Hearings before the Subcommittee on Inter- 
governmental Relations of the Committee on Government Opera- 
tions, Senate, on S. 1770 and S. 24l, 92nd Cong., 1st sess. 
1971, p. 35. 
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Democratic presidential nominees endorsed the concept in the 
1968 election, and in the 1969-1971 period, the President and 
Senators Muskie and Humphrey had introduced bills to Institute 
such a program. 

Interest in the program was sustained by the intense lob- 
bying efforts of the U.S. Conference of Mayors and the 
National League of Cities.^ By early 1971 many members of 
Congress had become convinced that they should join the revenue 
sharing bandwagon. They expected to gain politically from the 
distribution of Federal funds in their states and districts. 
Realizing that the regular and continuous dispensing of funds 
achieves the maximum political effect, most members of Congress 
became mesmerized by this feature of revenue sharing. 

Opposition to Revenue Sharing 

While many Senators and Congressmen had joined the grow- 
ing movement in favor of revenue sharing during 1970 and the 
first half of 1971, one crucial holdout remained: Chairman 

Wilbur D. Mills of the House Ways and Means Committee. Mr. Mills 
was more than a holdout — he was the foremost critic of revenue 
sharing. In an address to the Louisiana legislature on June 1, 
1971, Mr. Mills said he was planning a quiet funeral for the 
Nixon revenue-sharing bill as soon as his committee completed 
hearings on It.^ 

^Revenue Sharing Advisory Service, Inc., Revenue Sharing 
Bulletin , November 1972, Vol. 1, No. 1, Washington, D.C., p. 8 . 

2 

"Revenue Sharing," Congressional Quarterly, Weekly 
Report , June , 1971, Vol. XXIX No. 23, p. 121^1. 
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Chairman Mills was joined in his opposition to revenue 
sharing by the ranking Republican on the Ways and Means Committee , 
Mr. John W. Byrnes. At a news conference on June 2, Mr. Mills 
predicted, as he had several times previously, that the committee 
would not approve the bill. Mr. Mills was opposed not only to 
the Administration's bill, but to any form of revenue sharing. 

"I am not convinced," he said, "that the states are in worse 
condition than we are here in Washington."^ 

Chairman Mills specific objections to the Administration’s 
general revenue sharing program were:^ 

(1) The Administration's general revenue sharing plan 
would distribute funds to all local governments on the 
basis of their tax collection and not on the basis of 
need . 

(2) Wfithout "strings attached," revenue sharing would 
completely divorce the responsibility for raising revenue 

. from the spending of revenue. 

(3) Revenue sharing would add another "uncontrollable" 
expenditure to the Federal Budget. 

(4) Revenue sharing would do nothing to encourage state 
and local governments, which were in financial diffi- 
culty, to help themselves. 

In August, 1971, representatives of the National League 
of Cities and the U.S. Conference of Mayors met with Chairman 
Mills to discuss his opposition to the Administration’s bill and 
possible alternatives. Mr. Mills apparently became convinced of 
the political volatility surrounding the drive for revenue 
sharing legislation, because he shortly reversed his previous 

^ Ibid . 

^Ibid. 



37 



stand and committed himself to work for some type of program. 

Chairman Mills' subsequent actions brings to mind a bit 
of philosophy once expounded by the late Senator Everett Dirksen. 
Senator Dirksen once observed that if it looks like you're about 
to get run out of tov;n on a rail, then get out in front and make 
it look like you're leading a parade. That is precisely what 
Mr. Mills did. Once he had changed his mind, he was determined 
that the final product would be his bill. 

Mr. Mills had actually begun to reconsider his stand 
against revenue sharing before the August meeting with the 
National League of Cities and the U.S. Conference of Mayors. On 
June 9, only one week after his avowed plans to bury the bill. 
Chairman Mills held a closed meeting of Democratic Congressional 
and party leaders in which he discussed an alternative plan to 
the Administration's proposal. He described this as preliminary 

2 

thinking v/hlch was subject to negotiation v;ith committee members. 

Following this meeting and the negotiations in August 

with the U.S. Conference of Mayors and the National League of 

Cities, Mr. Mills instructed his staff to work with these two 

organizations, as well as with representatives of the governors, 

3 

legislators and the counties to develop a compromise bill. 

^Revenue Sharing Advisory Service, Inc., Revenue Sharing 
Bulletin , November 197 2, Vol. 1, No. 1, Washington"^ D . C . , p . 8 . 

2 

"Revenue Sharing: Mills' Plan for Aid to Cities," 

Congressional Quarterly, V/eekly Reoort, June 11, 1971, Vol. XXIX, 
No. 2i|, p. 1308. 

2 

“"General Revenue Sharing: Giveaway or Godsend?" Con- 

gressional Quarterly, Weekl'.' Report , May 6, 1972, Vol. XXX, 

No. 19, p. 1000. 
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Upon completion of the work conducted Jointly by Mr. 

Mills', staff and the various representatives of lower echelon 
governments. Congressman Mills introduced the Intergovernmental 
Fiscal Coordination Act of 1971 (HR 11950) on November 30, 1971.^ 
The final bill that emerged from the Committee bore a different 
title, inasmuch as it v;as rewritten in committee to some extent, 
but the provisions of the bill were nearly identical in concept 
to the original Mills bill (HR 11950). 

Congressman Wilbur D. Mills' Proposal 

After deciding that he would support a revenue sharing 
bill. Chairman Mills announced that he favored a plan that would 
give more benefits to urban areas and less to state governments. 

Mr. Mills concluded mat localities were facing the most severe 
financial conditions and that there were very fe^^^ taxation measures 
available to them to solve their own problems. On the other hand, 
he concluded that many state governments v;ere not making effec- 
tive use of their revenue sources, either by not employing certain 
taxes, such as Individual and corporate income taxes and general 
sales taxes, or by keeping rates too lov;. His bill therefore 
would distribute the funds on the basis of need to state and local 
governments. In keeping with this goal, the bill provided that 

tv;o-thlrds of all revenue sharing funds v.'ould go to local gov- 

2 

ernments and one-third to state governments. Under President 

^Ibid. 

^Ibid. 
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Nixon’s revised bill, about ^8 percent v/ould have gone to local 
governments, and under his original proposal, even less v/as 
slated for local governments.^ 

The bill contained a complex distribution system that 

encouraged both total tax effort and state Income taxes. It 

specifically encouraged the adoption of state income taxes in 

much the same manner as the Muskie and Humphrey plans had sug- 
2 

gested . 

Rather than be an "open ended" program as was the Nixon 
proposal, Mr. Mills program would be of limited duration, a five 
year period of time. Additionally, rather than embracing an 
"uncontrollable" appropriation In the Federal budget of a fixed 
percentage of Federal revenues, as the Nixon plan had proposed, 
the Mills plan allocated a fixed dollar amount for each of the 
five years, v/ith $3.5 billion to local governments and $1.8 billion 
to state governments during the first year. This amount would be 
increased by $150 million for the second year and $300 million 

3 

for each succeeding year for the rest of the five-year period. 

This provision concerning a fixed amount of money each 
year is particularly interesting in that the only reason the V/ays 
and Means Committee had jurisdiction over the legislation was 
that the Nixon bill had provided for a percentage of revenues 
rather than a fixed dollar amount. With the Mills proposal nov; 
rejecting the percentage concept and providing for the fixed sums, 

^Ibld. ^Ibid. ^ Ibid . , p. 1001. 
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the revenue sharing legislation should have been treated as any 
other appropriations measure. This would mean that the V/ays and 
Means Committee would no longer have Jurisdiction over the bill 
and that the House Appropriations Committee would assume that 
authority. Mr. Mills v;as determined, however, that any revenue 
sharing legislation reported to the House floor would not only 
bear his stamp, but would also be closed to amendment from the 
floor. As will be discussed in greater detail later, this pre- 
cipitated a struggle between the V/ays and Means Committee, Appro- 
priations Committee, and House Rules Committee. 

The Mills bill also set both a floor and a ceiling for 
amounts to be received by local governments. Any locality whose 
allocation amounted to less than $200 v/ould receive nothing at 
all, a limitation imposed to discourage the incorporation of 
small hamlets for the purpose of sharing in the Federal bounty. 

It placed a ceiling on the total allocation to any locality of 
50 percent of the unit's taxes and transferred funds. ^ 

The Mills bill also attached more "strings" to the funds 

shared with local governments than did the Administration’s pro- 
2 

posal. Many members of Congress, and particularly Mr. Mills, 
regard supervision of the use of Federal funds as their peroga- 
tive and responsibility. They take the position that it is their 
duty to establish the conditions under v/hich any grant of Federal 
money is to be spent. Therefore, the Ways and Means Committee 
was not in agreement v;ith the granting of carte blanche to state 



^Ibid. , p. 1002. ^Ibid. , p. 1002. 



and local governments for the expenditure of revenue sharing 
funds . 

Expenditures under the Mills program v;ould be limited to 
financing local Items designated as national high priority needs 
by the Federal government , l.e., the Ways and Means Committee. 
These priority Items Included public safety, environmental pro- 
tection, public transportation, youth recreation programs, health 
administration, and related capital programs.^ 

The major differences In philosophy between the Pres- 
ident’s revised plan and Mr. Mills* proposal have been explored, 
but the details of the latter will not be discussed here. Chapter 
V will discuss the details of the final bill adopted by the Con- 
gress, and as previously Indicated, except for minor adjustments 
the final legislation was Identical to the bill introduced by 
Mr. Mills. Final action by the V/ays and Means Committee v;as com- 
pleted on April 17, 1972, v/hen the committee voted l8-7 to report 

2 

the State and Local Fiscal Assistance Act of 1972 (HR 1^370). 

The designation of the bill had been changed during committee 
processing to reflect a broader base of participation by committee 
members, even though no important changes had been made to the 
bill drafted by Mills himself (HR 11950). 

^ Ibld . , p. 1002. 
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’’General Revenue Sharing: Giveav;ay or Godsend?" Con- 

gressional Quarterly, V.’eekly Report, May 6, 1972, Vol. XXX, 

No. 19, p. 1000. 



Clash Betvfef^n the Vfays and Means and House 
Aoorooriatlons Committees “ 



Having overseen the adoption of his own proposal by the 
House Ways and Means Cominlttee , Chairman Mills v/as determined 
that this version of revenue sharing legislation would prevail. 
There v/ere, however, nearly as many revenue sharing proposals 
floating around Capitol Hill as there were constituencies repre- 
sented. Each Senator and Congressman was in favor of a distri- 
bution formula that would favor his own particular state or dis- 
trict. For example. Senator Baker of Tennessee, who had intro- 
duced the revised Nixon plan in the Senate as S 680, and Senator 
Gurney of Florida, both represent states having a constitutional 
prohibition against a state income tax and v;ere opposed to any 
distribution formula that would penalize their states for not 
having this type of tax.^ The Congressmen from these states 
would naturally attempt to amend the bill from the floor to lessen 
the incentive for state income taxes. There were many other 
special interests that members of Congress could be expected to 
protect by amendment from the floor. 

Chairman Mills, therefore, deemed it essential that the 
committee bill be reported to the House floor as a closed bill, 
meaning that only amendments from the V/ays and Means Committee 
would be in order when the bill came before the House. This 

^U.S. Congress. Senate. Committee on Government Opera- 
tions. Intergovernmental Revenue Act of 1971 and Related 
Legislation . Hearings befoi’e the Subcommittee on Intergov- 
ernmental Relations of the Committee on Government Operations, 
Senate, on S. 1770 and S. 2^1, 92nd Cong., 1st sess., 1971, 
pp. hS, 103. 



would also waive points of order against the bill. Bills from 

the V/ays and Means Committee, usually tax bills, are often granted 

closed rules because of their complexity.^ 

Appropriations Committee Chairman George Mahon vigorously 

2 

objected to the reporting of a closed bill In this Instance. 

The Ways and Means Committee had originally exercised Jurisdiction 
over the revenue sharing program because the bill Introduced on 
behalf of the Nixon Administration featured the distribution of 
a percentage of Federal revenues. The program as revised by 
Mills, however, deleted that feature and instead allowed for the 
appropriation of a fixed sum of money In each of five years. 

Here, then, was a bill that had evolved Into nothing less than a 
pure appropriations measure that not only bypassed Mahon’s com- 
mittee, but would be reported before the House as a closed bill 

3 

that Mahon could not alter. 

Mahon was supported by Chairman V/illlam M. Colmer of the 
Rules Committee which has the authority to rule on such matters. 

A third faction was led by Congressman Henry S. Reuss who had co- 
sponsored the Humphrey revenue sharing plan the previous year. 
Reuss sought to use the revenue sharing bill as a vehicle for 

tax reform, and to do this It was necessary for the bill to be 

5 

open to amendment on the House floor. Mills, hov/ever, v/ith the 
support of Speaker Carl Albert, won the closed rule by an 8-7 vote 

^"Revenue-Sharing Bill Delayed," Congressional Quarterly , 
Weekly Report , May 27, 1972, Vol. XXX, No. 22, p. 122^. 

^Ibid. ^Ibid. ^'ibld. ^Ibid. 



of the Rules Committee on May 23, 1972.^ 

Chairman Mahon was livid. On June 7, he voiced his obj- 
2 

ectlons as follov/s: 

Next v;eek there is also scheduled to be before the House 
a $30 billion appropriation bill out of the Ways and 
Means Committee, 

Mr. Speaker, this V/ays and Means Committee bill does not 
raise one penny of revenue. It is an authorization bill 
and it is an appropriation bill for five years. It bypasses 
the established authorization process Involving a number 
of major legislative committees, and it bypasses the es- 
tablished appropriations process which we have known for 
the last 52 years. 

Not in the history of Congress that I can find has an ap- 
propriation bill come to the floor under a closed rule 
which is now proposed for this Ways and Means Committee bill. 

I say it is indefensible that the appropriation bill of 
$30 billion should come before the House next week under a 
closed rule. Members should have the right to make points 
of order and offer amendments. I propose to do v;hat I 
can to open up the rule so the House can v.’crk its v;ill on 
that appropriation bill. Just as it does on other approp- 
riation bills. 

Mr. Mahon never had the opportunity to influence the bill, be- 
cause the House supported the closed rule by a vote of 223-185 
3 

on June 21. This action virtually assured passage of the bill. 
The closed rule limited action on the House floor to the alter- 
natives of passing the bill, killing it, or returning it to the 
V/ays and Means Committee. V/ith governors, mayors, and other state 



^ Ibid . 

2 

"Revenue-Sharing Bill," Congressional Quarterly, V/eekly 
Report , June 10, 1972, Vol. XXX, no7*2T7“pT~l3727i 

3 

"House Passes Revenue-Sharing Bill Without Amendment," 
Congressional Quarterly, V/eekly Report , June 2^, 1972, Vol. XXX, 
No . 26 ', p^ 1565 . 



and local officials and their organizations lobbying vigorously 
for the bill v;ith strong support from taxpayers, anything but 
passage of the bill was unthinkable. The bill commanded an im- 
pressive majority of 27^-122 on a roll-call vote on June 22.^ 
Debate had been limited to eight hours by the closed rule. The 
Mills bill nov; went to the Senate. 



Senate Hearings on the House Approved Bill 



The Senate Finance Committee started hearings on the 

2 

revenue sharing bill on June 29. The Administration took this 
opportunity to tr?y to reverse some of the changes that the Ways 
and Means Committee had made to President Nixon’s plan. Speaking 
for the Administration, Treasury Secretary George P. Shultz en- 
dorsed the bill, specifically acquiescing to the fixed dollar 
allocation over a period of five years, but asked for the follov/ing 
changes 

(1) Removal of the state income tax incentive from the 
bill and restoration of Mr. Nixon’s plan v/hich rewards 
overall state and local tax effort, regardless of source. 

(2) Removal of the House- Imposed series of high-priority 
categories and restoration of the President’s proposal 
requiring only that the funds be used for legitimate gov- 
ernmental purposes and in a nondiscriminatory fashion. 

(3) Dilution of the urbanized population factor to dis- 
tribute the funds among the states. This factor discriminated 



1 

Ibid . 

p 

U.S. Congress. Senate. Committee on Finance, Revenue 
Sharing . Hearings before the Committee on Finance, Senate, 
on H.R. 1^370, 92nd Cong., 2d sess., 1972, p. 1. 

^Ibld., p. 75. 
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against states v/ithout urban populations, such as 
Alaska, Vermont, and Montana. 

Senator Baker of Tennessee also testified against the 
income tax incentive, pointing out that Tennessee has a con- 
stitutional prohibition against such a tax. He Introduced an 
amendment to reflect the Administration's stand on this particular 
point . ^ 

The Senate Finance Committee vms most receptive to the 

suggestions of Secretary Schultz and Senator Baker. Due to the 

nature of Senate constituencies, there were many Senators who 

opposed giving the urbanized states more money and wanted to 

2 

eliminate the state Income tax Incentive. 

The Senate Finance Committee reported an amended version 
of HR 1^370 to the Senate floor on August 9.^ This bill reduced 
the amount of funds to be granted to urbanized states and in- 
creased funds for less populous states, but at the same time 
maintained funds for the major cities. This sounds somewhat 
contradictory, but is consistent if one distinguishes betvreen 
urbanized areas, v;hlch Includes suburbs, and the cities themselves. 
In addition to deleting the urbanization factor from the 

allocation formula developed by the House, the Senate Finance 

i| 

Committee also deleted the state income tax Incentive. These 
^ Ibid . , pp. 105-110. 

^ Ibid . , pp. 111-125. 

•3 

"Revenue Sharing," Congressional Quarterly, V/eekly 
Report , August 12, 1972, Vo. XXX, k'o. 33, p. 201o. 

Ibid. 



two changes, if enacted, would reduce the amount to be received 

by heavily urbanized states in which Income taxes provide a 

major share of state revenues (such as New York and California) 

to about half the amount that v;ould be received under the House 
1 

bill. 

The Committee accepted the amount of money and the five 
year period of time established by the House bill, but dis- 
mantled the complicated formulas the House bill provided for the 

2 

distribution of funds. The House had established a "five-factor 
formula," which vjill be explained in detail in Chapter V, for 
distributing revenue sharing funds. The Finance Committee de- 
cided to distribute funds according to three factors: population, 

3 

tota? tax effort, and inverse per capita income. This reflected 
the decision to eliminate the urbanization factor and the income 
tax incentive and supported Mr. Mills' contention that allocation 
should also be based on need. In summary, the changes generally 
were to the advantage of the less-urbanized and less-wealthy states . 
Most members of the Senate Finance Committee, like Chairman 
Russell Long of Louisiana, represent states in this category. 

Under the distribution formula proposed by the Committee, 

33 states v;ould receive more than under the House bill, and 17 
states plus the District of Columbia would receive less. Of the 

^H.R. l2^370, 92nd Cong., 2d Sess . (1972); Committee on 
Finance, U.S. Senate, Report Together with Additional and 
Minority Viev;s (to Accompany H.h. 1437 0 ) , pT 13 . 

^Ibid. 



^ Ibid . , pp. 12-13. 
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16 states represented on the Committee, 13 would receive more 

1 

under this version. 

The Finance Committee decided to use the same formula 

for distribution of funds to local governments within the states.^ 

In this manner major cities were provided for generously while 

the amount for suburbs was reduced. 

The Committee also eliminated the restrictions on use 

3 

of funds that the House bill had imposed. This would have al- 
lowed funds to be used for education and welfare, activites pro- 
hibited by the House restrictions. 

At the urging of Senator Lee Metcalf of Montana, the 
Committee also agreed to make Indian tribes eligible to share 
in the funds allocated to local governments. This did not re- 
present much of a change from a strictly monetary viewpoint, but 
it .is Indicative of the many social and political considerations 
of a bill of this nature. 

Many other suggestions made to the Committee during the 

5 

hearings were of course rejected. For example: 

^•'Revenue Sharing," Cong-ressional Quarterly, Weekly 
Report , August 12, 1972, Vol. XXX, Mo. 33, p. 2016. 

^H.R. 1^370, 92nd Cong., 2d Sess . (1972); Committee on 
Finance, U.S. Senate, Report Together vfith Additional and 
Minority Vievfs (to Accompany H.R. 1^370 ) , pp . 1^-15 • 

3 

Ibid . , p. 16. 

H 

Ibid . , p. 23. 

^"Senate Rejects Major Changes in Revenue-Sharing Bill," 
Congressional Quarterly, V/eekly Report , September 9» 1972, 

Vol I XXX, No. 33, p. 2316 . 
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(1) Mr. Roland M. Blxler, president of J.B.T. Instruments 
of I.’ew Haven, Connecticut, speaking for the National 
Association of Manufacturers, ur^od the incorporation of 
an amendment that v/ould cive businesses some type of 
relief from the differing state and local taxes. 

(2) Mr. Paul Parks, administrator of the model cities 
program in Boston, speaking for Americans for Democratic 
Action, supported revenue sharing for local governments 
but v;anted to eliminate distr'ibution of funds to the 
state governments . 

(3) Senator James L. Buckley of New York proposed that 
revenue sharing per se not be adopted, suggesting an 
alternative plan under which the Federal government 
would shift part of its personal income tax base to 
the states and share its tax-collecting facilities 

to help the states collect their own income taxes. 

Many Interest groups opposed the bill entirely. In a 
moment of rare agreement both business and labor Interests 
testified against adoption of any kind of revenue sharing legis- 
lation. Mr. Bixler, who had urged the adoption of the tax re- 
lief amendment for businesses, actually opposed the bill com- 
pletely, but realizing it would probably pass, was attempting 
to make it as palatable as possible. Mr. Eugene F. Rlnta, 
Executive Director of the Council of State Chambers of Commerce, 
opposed bhe bill on principle, and Mr. Andrew J. Blemlller, 
Director, Department of Legislation, AFL-CIO, opposed it on 
. grounds of impracticability as well as on principle.^ 



Clash Betv/een the Senate Finance Committee and 
the Senate ADorooriations Committee 

■ ■ - ... . M l .1 n . I , I I 



After approval of the revenue sharing bill by the Senate 



^H.R. 1^4370, 92nd Cong., 2d Sess . (1972); Committee on 
Finance, U.S. Senate, Report Torether vflth Additional and 
Minority Vievfs (to Accompany H . H' . 1^4 370 ) , pp . 3^7 y ^ 50 , ^07. 
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Finance Committee, a struggle took place between the Finance 

Committee and the Appropriations Committee, similar to that 

1 

between Mills and Mahon in the House. The Senate struggle was 
much less intense, however, and was resolved without the show- 
down over rules that had characterized the situation in the 
House. 

On August 10, the day after the Finance Committee ordered 

the bill reported, the Appropriations Committee, under the new 

leadership of Senator John L. McClellan of Arkansas, voted to 

demand an opportunity to consider the bill before it v;ent to the 
2 

floor. McClellan’s demand was based on the same feature of the 

bill that Mahon had cited, i.e., that dollar amounts specified 

in the bill constituted an appropriations measure over which his 

committee should have jurisdiction. 

To counter this move. Senator Long’s committee on August 

11 voted to rescind its previous action and not report the bill 
3 

to the floor. Senator Long vas determined, as Congressman Mills 
had been, that the bill should not be subject to annual or 
periodic appropriations which would expose revenue sharing to 
pressures both from recipients and from conflicting claims 
of other Federal programs. 

Noting that other trust-funded programs, such as Social 
Security, were financed under permanent appropriations and did 

^"Senate Rejects Major Changes in Revenue-Sharing Bill," 
Congressional Quarterly, V/eekly Report , September 9, 1972, 

Vol. XXX, No. 37, p. 2316. 

^Ibid. ^Ibld. 
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noc require annual appropi-iation action by the Conqreca, the 
Finance Committee c ii’cumvented Senator McClellan's committee 
by simply redrafting one provision of the bill. It removed 

the dollar appropriations cind provided a "permanent" appi'opria- 

% 

tlon of 7 percent of personal income tax receipts of a special 
revenue-sharing trust fund for the five-year life of the program.^ 
This action in essence reinstated the method of funding that had 
originally been proposed by the President, but placed it in 
direct opposition to the desires of Chairman Mills. 

Confident that the amended bill had sufficient support 
to reject any effort by the Appropriations Committee to take 
control of it on the floor, the Finance Committee reported the 
bill to the Senate floor for the second time on August 16. Un- 
like the situation in the House in v;hich the bill went to the 

floor under closed procedures, the Senate bill was open to 

2 

amendment from the floor. 

Some minor amendments were adopted from the floor. One 

offered by Senator Vance Kartke of Indiana applied Federal 

labor standards to projects and government positions financed 

3 

with revenue sharing funds. Another amendment by Senator Long 

i] 

was adopted to dilute somev.’iiat the Hartke amendment. Long's 
amendment restricted the wage requirements of the Hartke amendment 



“Ibid . 



‘^"Senate Revenue-Sharl nr I-iill Favors Small, Rural States," 
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to projects or positions for which more than 25 percent of the 
funding came from revenue sharing money. ^ Senator Hubert Humphrey, 
the perennial labor devotee, attempted to counter Long’s 25 per- 
cent restriction with an amendment of his own that would have 
exempted the construction of sewage and refuse disposal systems 
and transportation system's from the 25 percent limit. This 

2 

attempt was unsuccessful, being defeated by a vote of 46-39* 

Another amendment by Humphrey was adopted, a noncontro- 
verslal proposal directing the Joint Committee on Internal Rev- 
enue Taxation to prepare a report by June 30, 1973, on real 

3 

estate and property tax administration. 

Several amendments were also rejected, the most important 

one being an attempt by Senator McClellan, once again, to gain 

control of the appropriations aspect of the bill. By a' 

34-49 vote the Senate rejected McClellan’s bid to require the 

Appropriations Committee’s approval of revenue sharing funds for 

4 

the last three years (fiscal 1974-1976) covered under the bill. 

An amendment by Senator Riblcoff altering the committee formula 

5 

for allocation of funds to the states was defeated 24-61. 

Senator Ribicoff wanted to reinstate the formula that would favor 
urbanized populations, the same formula passed by the House but 
changed by the Senate Finance Committee. The rural states clearly 

Hbid. ^Ibid. ^Ibid. ^Ibid. ^Ibid . 
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prevailed over the urban states In the Senate. Predictably, the 
24 Senators voting for the Rlbicoff amendment were from states 
whose shares viould have been enlarged by his formula. 

Tv/o amendments offered by Senator Hartke v/ere also de- 
feated. One would have prohibited the use of revenue sharing 
funds to Induce a business or industry to move a factory or other 
facility from one area to another. The second would have applied 
the labor requirements of the 1964 Urban Mass Transportation Act 
to any urban mass transportation systems acquired by governmental 
units with Federal revenue sharing funds. ^ Southern Senators 
were instrumental- in the defeat of both of these amendments. 

On September 12, 1972, the Senate passed the revenue 

2 

sharing bill by a 64-20 vote. The final bill was substantially 
the same as reported by the Finance Committee, a bill favoring 
the small, rural states, and one imposing minimal controls on 
the usage of funds. 

Final Compromises in the Conference Committee 

The major provision of the bill to be settled by the 
House and Senate conferees was the matter of distribution formulas. 
The House version of the bill, based on five factors, had provided 
larger amounts to the more populous, urban states and had con- 
tained an incentive for states to employee an income tax. The 
Senate version, based on three factors, favored the less populous, 
rural states and contained no income tax incentive. 

^Ibid. ^Ibid. 
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Since neither side was v/lllinG to abandon completely the 
formula developed by its legislative branch, an unusual com- 
promise v/as adopted that allov;ed each state the larger of the 
two amounts available under the different formulas approved by 
the House and Senate. With each state given the higher of two 
possible shares, total funding would obviously exceed the amount 
appropriated for each of the five years. Therefore, to offset 
this increase, the conference agreement provided for a propor- 
tional reduction of each state’a allocation to keep the total 
within the established limits for each year.^ 

While allowing a choice between two methods of deter- 
mining how much Federal revenue would go to all governments within 
a state, the conferees adopted the Senate’s version for deter- 
mining how the state total would be distributed among the state 

2 

government and the various local governments within the state. 

Another matter to be settled v/as the differences over 

usage of funds by state and local governments, with the House 

version favoring fairly strict limitations on usage by both state 

and local governments, and the Senate version favoring practically 

no restrictions on either. The conference committee agreed to a 

provision that v/ould place restrictions on local governments but 

3 

not on state governments. 

^H.R. 1^370, 92nd Cong., 2d Sess. (1972); Committee of 
Conference, U.S. Senate - House of Representatives, Conference 
Report (to Accompany H.R. 1^370), Sec. 106. 

^ Ibid . , Sec. 107. 

^ Ibid . , Sec. 103. 
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ReflectlnG the amendment that had been offei*ed by Sen- 
ator Leo r'Otcali’ dui'int:; debate of the bill on the Senate flooi’, 
the conference a?;reeinent included a pi'ovlsion allocating part 
of a county ai’ea'o allotme-nt to the covernine bodlen of local 
Indian triben or Alarkan native villages that performed oub- 
Gtantial covernmental functions. The Senate floor amendment had 
set aside 0.25 pei’cent of total revenue sharlnc funds for Indian 
tribes and Alaskan natives, but the conference agreement provided 
an allocation on the basis of population as a percentage of the 
county population.^ 

The conference agreement also approved specific dollar 

appropriations rather than the percentages adopted by the Senate 

2 

before reporting the bill to the Senate floor the second time. 

This had been a ploy to keep control of the bill within the 
Senate finance Committee ar.d out of the hands of Senator McClellan's 
committee. Cnee the bill had passed the Senate and gone to the 
conference committee, there was no need to retain the percentage 
feature in the legislation. 

The House and Senate conferees filed a conference report 

on Septemter 25, signifying final agreement on the revenue sharing 

bill. Congress accepted the cor.ference version on October 13 by* 

3 

a vote of 59-19 in '-ho Senate and 265-110 in the House. 



Ibid . , Sec. 108. 

" Ibid . , Sec. 105. 

^"Congress Clears i.'ixon's Revenue-Sharing Plan," 
Conrrerr ional Suartr.riv. Vrv^klv Recrt, Octobe-r 7, 1972, 
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To dramatize what he called the "Nev; American Revolution, 
President Nixon signed the State and Local Fiscal Assistance 
Act of 1972 Into lav7 at Independence Hall in Philadelphia on 
October 20, 1972, stating, "It Is appropriate that we launch 
this New American Revolution In the same place where the first 

American Revolution was launched by our founding fathers I 96 
111 

years ago." 



^The Washington Star-Nev;s, October 20, 1972, p. 5» 

Col. 1-3. 



CHAPTER V 



PROVISIONS OF THE STATE AND LOCAL 
FISCAL ASSISTANCE ACT OF 1972 

This chapter focuses on the major aspects of the Revenue 
Sharing Act, and though an occasional analysis in interjected 
in this part of the paper, critical comments are confined pri- 
marily to Chapter VII. 

In general terms, the act distributes money on the basis 
of census data and other objective statistics and provides for 
a distribution of funds over a five year period of time. The 
money vjill be automatically available for eacii of these five 
years, so state and local governments can count on the revenue 
in their ovm fiscal planning. One-third of the revenue going to 
a state will be received by the state government and tvxo-thlrds 
by the local governments v;ithin the state. ^ 

Appropriations 

The Revenue Sharing Act creates a trust fund knovm as 
the "State and Local Government Fiscal Assistance Trust Fund" 
and provides for the appropriation to this Trust Fund from the 
general fund of the U.S. Treasury a total of $30.2 billion over 

^State and Local Fiscal Assistance Act of 1972, 

Secs. 107, 103 , Bo stat. 919 (1972). 
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a period of five years. These funds are automatically released 
to the Treasury for distribution, and v;lll not be subject to 
the annual appropriation procedures.^ 



The appropriations, covering a period of time from 

2 

January 1, 1972 through December 31, 1976, are as follows: 



January 1, 1972 through June 30, 1972 
Fiscal year beginning July 1, 1972 
Fiscal year beginning July 1, 1973 
Fiscal year beginning July 1, 197^ 
Fiscal year beginning July 1, 1975 
July 1, 1976 , through December 31, 1976 



$2.7 billion 
5.6 billion 
6.0 billion 

6.2 billion 
6.^ billion 

3.3 billion 



Assurances to the Secretary of the Treasury 

In order to qualify for Revenue Sharing funds allocated 

for the period January through June, 1973, and thereafter, local 

governments must submit assurances to the Secretary of the 

Treasury that certain terms and conditions of the law will be met. 

The law requires that the assurances also be submitted to the 

Governor of each state for review and comment. Each unit of 

local government must establish to the satisfaction of the Sec- 

3 

retary that It will: 

(1) Establish a trust fund In v;hlch all payments of 
funds, and Interest earned thereon, v;lll be de- 
posited . 

(2) Use these amounts during the period of time es- 
tablished by the Secretary. 

^ Ibld . , Sec. 105 . 

2 

State and Local Fiscal Assistance Act of 1972, Sec. 

105 , 86 Stat. 919 (1972). 

^ Ibld . . Secs. 121, 122, 123. 
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(3) Expend these funds only for uses permitted by 
the Act, 

(i<) Make expenditures from these funds only in accord- 
ance v/ith laws and procedures applicable to its 
own funds. 

(5) Use fiscal, accounting, and audit procedures con- 
forming to guidelines established by the Secretary. 

(6) Provide the Secretary and the Comptroller General 

of the U.S. v/ith access to books, documents, papers, 
or records for purposes of reviewing compliance. 

(7) Make all annual or Interim reports required by the 
Secretary . 

(8) Pay wages to employees out of general revenue 
sharing funds at the same rates it pays other 
employees in similar occupations. 

(9) Assure that laborers and mechanics employed by con- 
tractors on a project funded in part v/lth revenue 
sharing funds are paid according to the provisions 
of the Davls-Bacon Act. 

The requirements listed above were established to enable 
the Secretary of the Treasury to make periodic compliance 
studies and to assist Congress in determining whether the revenue 
sharing program should be continued, revised, or terminated at 
the end of the initial five-year period. The Secretary of the 
Treasury v/ill report to the Congress not later than March 1 of 
each year on the operation and status of revenue sharing alloca- 
tions during the previous year.^ 



Reports to the Secretary of the Treasury 
Each unit of local government v/hich expects to receive 
funds after January 1, 1973, must submit a report to the Secretary 

^ Ibld . , Sec. 105. 
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settlnc forth the amounts and purposes for which it plans to 
use the funds. This report is to be submitted before the be- 
ginning of each entitlement period and must be submitted in the 
form and detail prescribed by the Secretary. Then after the close 
of each entitlement period, a report on how the funds v/ere act- 
ually used must be submitted. Additionally, the reports must be 
made available to the public by publishment in a nev'/spaper v;hich 
has general circulation within the area.^ 

Restrictions on the Use of Revenue Sharing Funds 

Only minimal restrictions have been applied to the use of 

revenue sharing funds. Two general restrictions apply to both 

state and local governments : Funds cannot be used for matching 

funds for Federal grant-in-aid programs, nor may they be used 

for projects or programs which discriminate on the basis of race, 

2 

color, sex or national origin. These restrictions are the only 
ones imposed on the state governments. Local governments have 
the additional prohibition that revenue sharing funds may not be 
used for educational purposes other than libraries. Additionally, 
local governments must use their funds only for "priority ex- 
penditures," v;hlch under the provisions of the act are defined 
3 

as : 

1. Ordinary and necessary maintenance and operating 
expenses for: 

^ Ibld . , Sec. 121. 

^ Ibid . , Secs. 10^4, 122. 

^ Ibld . , Sec. 103. 
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a) public safety (Including law enforcement, fire 
protection, and building code enforcement) 

b) environmental protection (including sewage dis- 
posal, sanitation, and pollution abatement) 

c) public transportation (including transit systems 
and streets and roads) 

d) health 

e) recreation 

f) libraries 

g) social services for the poor or aged 

h) financial administration 

2. Ordinary and necessary capital expenditures author- 
ized by law. 

Although local governments are required to use their 
money for these categories expenditures specified by the act, 
the categories are of such a general nature that a great deal 
of- latitude exists in the expenditure of revenue sharing funds . 

Maintenance of Support by State Governments 

To ensure that state governments do not use revenue 
sharing as an excuse to curtail support to local governments, 
the bill requires that each state must provide as much support 
to the local governments as it did during Fiscal Year 1972. 
Beginning July 1, 1973, any state government which reduces its 
aid below the level of aid provided in Fiscal Year 1972 will have 
its revenue sharing allocation reduced accordingly.^ This main- 
tenance of support provision may be v/alved only if the state 

^ Ibid . , Sec. 107. 
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taken over certain functions which were previously the respon- 
sibility of local governments, or If It gives or transfers to 
local governments nev; taxing authorities. 

Federal ("Piggyback") Collection of 
State Income Taxes 

Provision Is made In the Revenue Sharing Act for Federal 
collection of state Income taxes at the request of state govern- 
ments. If a state exercises this option, the Federal Government 
is to handle the administration of the state Income tax. Under 
this provision, the Federal Government would collect the states’ 
share In the withholding of Income taxes from wages and salaries. 
Employers withholding state Income taxes would pay them to the 
U.S. Treasury Instead of to state treasuries, v:lth the withheld 
funds being paid promptly to the states by the Federal Government.^ 

To take advantage of Federal collection of state income 

taxes, the state generally is to conform its Income tax to the 

Federal tax. The state may either express its tax as a percentage 

of Federal income tax or apply the state Income tax rates to the 

same base as Federal taxable Income. In both cases, hovrever, 

adjustments are to be made for state and municipal bond Interest* 

Income, state income tax payments deducted for Federal Income 

2 

tax purposes, and Federal bond Interest income. 

This provision Is to go Into effect on January 1, 197^, 
if at least five states accounting for at least five percent of 

^Ibld. , Sec. 202. ^Ibld. 
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the taxpayers in the U.S. have requested Federal collection of 
their state incon-.o taxes. ^ 

Sever*al purposes of this provision are noted. One pur- 
pose is to ach.ievo a dep,rce of standardisation of state and Fed- 
eral incone tax laws for those states optinc for this collection 
service. Another is simply to provide a service to the states 
through the efficient collection mechanism of the Internal Rev- 
enue Service. A major purpose is to encourage the use and ex- 
pansion of the state Income tax as part of the stimulation of 
state and local tax efforts discussed in Chapter II. 

Distribution of Revenue Sharing Funds 



Due to conflicting interests in the House and Senate 

T.rHora H v/dc dndcr' 30 p»-" 

arate formulas v.'ei*e developed for determining an allocation for 

a state. The House form.ula favored the larger, industrialized 

states, and tiie Senate formula, predictably, benefited the 

smaller, more rural states. R£ither than accept a compromise 

formula. Congress simply adopted both formulas, essentially al- 

lovjing each state to take either the House grant or the Senate 

grant, ’whichever ’would be the more generous . Then on the related 

question of allocations -within tlie states, the conferees chose 

the Senate formula 'which focuses funds on the cities and poor 
2 

rural areas . 






.ec . 



20^1 



^ ” h o V e nu e SI; a r i n i 
C o I i r* T' r * jL t » 

^TrjT~. XXX Ho. 4i, p . 



- ■?■ 



House-Senate Agreements Filed," 
ok I'.’ F'-'-nort , October 7, 1972, 



The tv/o formulas 



v.'lll be discussed in some detail to 
shov; hov; the specific allocations are determined. Then the 
hierarchical steps Involved in the distribution v.'lll be illus- 
trated by m.eans of a chart. 

The Senate formula, knovm as the "three-factor formula," 
distributes revenue by usinf; a "population factor," a "general 
tax effort factor," and a "relative Income" factor. 

The "three-factor formula" for computing revenue sharing 
Is as follov.’s:^ 

Each state's share = 

(•t'5.3 billion) X (population) X (GTEF) X (RIF) of a state 
Sum of products of (population) % (GTEF) X (RIF) of all states 

vjhere 

.“^5,3 billion is the total amount available in 1972; this 
v;lll vary somev/hat In subsequent years 



GTEF = General Tax Effort Factor = 

!.'et Taxes Collected (state and local) 
Aggr'egate Personal Income 

RIF = Relative Income Factor = 

Per Capita Income of U.S. 

Per Capita Income of that state 



T'..'o important observations are made 
first is that an increase in the GTEF v;ould 
beiny received by a state, and that given a 

1 .,. , . . , .... 

:: a t e a .n'i no c .'i I F - • a 1 s l; i s t a nc e >•. 

Sec. lUUj oo Stat. ylb 



at this point. The 
increase the share 
particular Aggregat 

ct of 1<^72 , 



e 
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Personal Income for that state, the only way to increase the 
GTEF is to INCREASE the level of state and local taxes. This 
is not to infer that a state would necessarily raise taxes in 
order to increase its proceeds from revenue sharing, but it does 
suggest that a state would be reluctant to cut its taxes and 
lose revenues through both the tax cut and the ensuing decrease 
in revenue sharing funds. 

The second observation is that a high RIF is also favor- 
able for a state and that the lower the per capita income of a 
state, the higher will be the RIF. Additionally, the lower the 
incom.e of a state, the higher the GTEF, and' consequently the 
higher the state’s share. In summary, the "three-factor formula" 
favors those states with high population, high local taxes, and 
low income. 

The far more complicated "five-factor formula" developed 
by the House divides the total amount of revenue to be shared 
into five parts, each determined on the basis of a different 
factor as follows:^ 

1. Population 

2. Urbanized Population 

3. Population Weighted Inversely for Per Capita Income 

4. Income Tax Collections 

5 - General Tax Effort 

^Ibid., Secs. 106, 107, 108, 109. 



UO 



Each part Is determined as follows (Note: the figures of $3.5 

billl(m and $1.3 billion represent tv;o-Uiirds and one-thiird, 

respectively, of the total amount available for 197?, and v/ill 

, 1 

vary somev;hat in subsenuont years): 

First Part: Each State's Share = 

1/3 X ($3.5 billion) X Population of State 

Population of All States 

Second Part: Each State's Share = 

1/3 X ($3.5 billion) X Urban Population of State 

Urban Population of All States 



Third Part: Each State's Share = 



1/3 X ($3.5 billion) X Population of State a Natl, rer Capita lae . 

Population of All States State Per Capita Inc 

Sum' of Products of (State Population) a (llaticr.al Per Capita IncomFy 
(State Per Capita Income of All States) 



Fourth Part: Each State's Share = 

1/2 X ($1.8 billion) X State Income Tax 

All Income Tax 



Fifth Part: Each State's Share = 



1/2 X 



($1.8 billion) 



X 



General ’^ax Effort Factor of State 
Ger.eral Tax Effort Factor of 
All States 



where 

C o r. 1 T Ci X 



'fort Factor = 



Collected 



ro£jate Personal Income 



Ibid 
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The follov/lnn observations concerninr; the "five-factor 
formula" are made, considorinc each of the above parts separately 

(a) First Part - the hipher the population of tlie 
state the {greater v;ill be its share. 

(b) Second Part - the hipher the urban population 

of the state the greater will be its share. 

(c) Third Part - the lov;er the state per capita income 

the preater v;ill be Its share; additionally, greater 
population vjlll increase this portion as well. 

(d) Fourth Part - the greater the state income tax 
the greater v;lll be its share. 

(e) Fifth Fart - the greater the general tax effort 

of the state the greater will be its share. 

In summary, the "five-factor formula" favors those states 
with high urban populations, high local taxes, states with in- 
come taxes, and states with low income. The First, Second, and 
Tiiird Parts each account for approximately 22 percent of the 
total amount a state receives, the Fourth and P'ifth Parts account 
ing for 17 percent each. Perhaps the most important point is 
that the effect of high state taxes is given even more importance 
under this plan than under the "three-factor formula." 

The two form.ulas discussed so far are used to determine 
the amount of money going to the state as a v/hole, not to the 
state government itself. Once this amount has been determ.lned, 
one-third of it .'oes to the state government and tv;o-thlrds to 
the lov.'er-echelon governments v;lthln the states, l.e., county 
city, township or other local units of goveristent. Provision 
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is alno nade for Indianr, to rocclvo allocations of revenue 
1 

r.fiarlnc Tundr , 

The allocation of fundr to the local units of covcrnment 

is deternined by usinc a variation of the "three-factor formula." 

2 

The amount Roinr' to a county area is determined as follows: 

County Area's Share = 2/3 (State Share) X 
County Population X (GTE?) X 

Sum of Products oi' ( i opuiation ) X ( CTEF ) X ( RIF ) 

for All Counties 

Interestingly enough, the share for Indians in the county has 

first priority after the amount for the entire county area has 

3 

been determined. This is calculated as follov7s: 

Siiare for Indians in County = To'cal County Area Share X 

Indian Population 
County Population 

f.fter the Indians' shai'e has been deducted from the total 
county area share, the share for the county government itself is 
computed as follows: 

County Government's Share = Remaining County Area Total X 

Adjusted Taxes of County Government 

Adjusted Taxes of All Local Government Units in 
County, Including County Government 

It can be seen from the above formula that the County Government's 
Share is based upon a proportional share of the county area 

~^Ibid. , Sec. 10'"'. ^Ibid. ^Tbid. ^ Ibid . , Sec. 108 . 
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adjusted taxes. The shares for the townships and municipalities 
within the county are computed in exactly the same v;ay, i.e., as 
a proportional share of the county area adjusted taxes. 

An examination of the formulas for computing the County 
Area’s Share and the County Government’s Share reveals the same 
emphasis on tax collection at the local level that v;as discussed 
earlier in regard to the state allocations. That is, the higher 
a county’s taxes the higher will be its share. It is also ap- 
parent that a county with a large Indian population could have 
much of its money allocated to the Indians rather than to the 
county government . 

Chart I on the following page depicts diagrammatically 
the intrastate distribution of revenue charing funds among the 
counules, townsnlps, and municipalities of a state. 

Change of Allocation Formulas 

The Revenue Sharing Act Includes a provision permitting 
states to modify the allocation formula to be used in distributing 
funds to the local units of government. This allows the states 
to shift the weight of general tax effort factors and relative 
income factors in the allocation of funds. A state may exercise 
this option Just once during the five-year term of the program. 
Such action requires the enactment of a public law by the state. 
The state must also notify the Secretary of the Treasury not 
later than 30 days before the beginning of the first entitlement 
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period to which the new law applies. The Secretary then v/ill 

certify that the state law compiles v/ith all requli'einents of 

the local option formula, and that the lav/ will allocate to 

local {>;ovorn:r.ents all funds to v;hich they are entitled under 

the Act for each pay pei’lod tlirouch December 31, 1976. Any ouch 

1 

lav; must apply uniformly t’nrour,liout the state. 

Auditlnp; 

Auditing v;ill be conducted by a staff of about 25 accoun- 
tants V'/ho will be used to back up normal state, city, county 
and tov;n audits. Of the 39,000 different governments entitled 
to revenue sharing funds each year, about 300 will receive routine 
audits on a statisbical sample basis. In addition, there will 

be special audits ia cases of irregularities, racial discrimina- 

2 

tion cases, and v/age problem cases. 

^ Ibid . , Sec. 108. 

^ Ibid . , Sec. 123. 



CHAPTER YI 



PURPOSES FOR V/HICH REYTinUE SHARING FUNDS 
V/ILL BE USED 

General 

Information from several sources v;as used in order to 
drav/ conclusions concerning the uses to which revenue sharing 
funds are being, and Vfill be, directed. Personal interviews 
were conducted v;lth officials of some local governments in 
8 different states to solicit their opinions concerning the 
revenue sharing program and ascertain the intended disposition 
of funds under the program. Other information was obtained 
from the Council of State Governments, the Senate Subcommittee 
on Intergovernmental Relations, and various magazine and news- 
paper articles. 

One common theme emerged from the personal interviews : 
local governments are proceeding on the assumption that revenue 
sharing is only a temporary program and that it v:ill not be 
extended after its present five-year life. Some of the offi- 
cials Interviev.'ed expressed the personal belief that the pro- 
gram v.’ould become perm.anent , but at the same time v;ere unwill- 
ing to base their Ludgesary projections on this belief. Th.ere- 
fore, the over’whelmlng majority of local governments seem to 
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7 3 

be direct liij; Uiclr r.oney tov/ard capital liriprovciacnta or pro- 
Crann of a limited duration, i.e., activities tiiat v;lll not 
require continuoua fundinc over an extended period of time. 

In i’er;ional bri»-finr3 conducted foi’ the benefit of 
local officials, the Office of Revenue Sharing has urged that 
a conservative approach be taken in the use of revenue sharing 
funds, and has presented certain suggested guidelines for 
expenditures, guidelines that emphasize the possible limited 
life of the program.^ These guidelines are not binding at all. 
Inasmuch as governmental units are free to spend their money 
in a wide range of programs, so long as the specific limitations 
of the 1972 Act are observed. Since the Office of Revenue 
Sharing is an agency of the Treasury Department, its advice on 
spending may reflect a tacit decision already made by the 
Administration to eliminate the revenue sharing program after 
the initial period elapses. 

A noticeable shift in the attitude of local officials 
was observed in the interviews conducted in late January and 
February, as opposed to those conducted in December and early 
January. In the earlier interviev;s an optimistic, grateful 
attitude seemed to prevail. Officials spoke of hov; the nev/ 
funds v;ould allow them to complete certain projects that had 
been planned for sere time, but for ’which there had been in- 
sufficient funds available. Revenue sharing 'would permit 



private 



arai:i 3 . 
Interviev; 



•’esokoi’. City Clei'k, hartselle, Alabama 
held l-'cemter 2C, 1972. 



the local covornmentr, to build their new fire departments, 
police stations, recreational facilities, etc., v;ithout the 
imposition of new taxes. Almost v/ithout exception, the offi- 
cials interviewed looked upon I’evenue shari'n-* as a (godsend. 

In contrast to this earlier euphoria, however, the 
officials Intervie'wed most recently tend to view the program 
with suspicion. V/hlle they are happy to be receiving money 
from V/ashlngton, there is apprehension that some other Fed- 
erally supported programs may be curtailed. The budgetary 
confrontation that has emerged between Congress and the White 
House in recent weeks has clearly had an effect on local gov- 
ernments and their plans for use of revenue sharing funds. 

In the earlier Intervlev/s most officials could point 
to tentative plaxis fox. which x-evenue sharing lunas would be 
used, but in the later intervievxs a v;ait-and-see approach 
has emerged. Since there is no requirement to spend the 
money in the immediate future, there is a feeling that no 
definite plans should be made until the extent of cuts in 
other areas, if any, is knovm. Some governments, therefore, 
have deposited their funds in interest-draviing accounts v;ith 
the intent of waiting a year or so before making the final 
decision as to their use. 

In general, thei'o seems to be very little predisposition 
by local governments to reduce taxes, thougJi this is being 
done in seme cases. Th*' 



tv?o reasons most often extended for 
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this stand were that rf^vnnue sharinr^ funds v;ould permit only 
a very small reduction in the tax rate, so small that most 
people v/ould not realise the difference, and that a tax re- 
duction v/as politically danecrous in that a tax increase 
would be necessary in a fev/ years If the revenue sharing pro- 
gram is terminated. It was felt that voters v/ould tend to 
forget the tax reduction after a couple of years. Additionally, 
most officials believe that their constituencies favor using 
the funds for "extras," projects that could not otherwise have 
been funded. 

Local officials interviev/ed in December and early January 
credited revenue sharing for stabilizing the local tax rate, 
asserting that without this money a tax Increase v/ould have 
Deen inevitable. Those interviewed in late January and Feb- 
ruary reserved judgment on this point. Some felt that if Fed- 
eral programs are cut in other areas, a tax increase might 
still pi'ove necessary. 

In summary, the early elation by local officials over 
the prospect of revenue sharing funds has given vray to an 
attitude of cautious optimism at best, and deep pessimism at 
v/orst, concei'ning the ultimate benefits of the program. In 
the final analysis, r-evenue sharing may be the vehicle for 
a net reduction of Federal funds to local governments . 

Ir.terxb-d of F-.-venue fharlnr Funds re/ Localities 

A compendium '>f the Interviews conducted in this sur- 
vey is include i in Airendix II. fom.e officials IntfU’vlev/ed 
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merely indicated that no declrion had been made concernlnr 
hov; their funda v.’ould be uned . Brief and uninformative Inter- 
viev;s of thin type were not written up for Inclualon in Appen- 
dix II. 



A more definitive concept of how revenue sharing funds 
are expected to be used can bo formed by consideration of the 
following examples:! 

(1) Gainesville, Florida, (pop. 6^,510), will use its 
$807,2^)8 from the first two payments (half received on 
December 1, 1972, and half on January 1, 1973) for cap- 
ital expenditures, primarily street Improvements, sew- 
age systems, and recreational facilities. None v;lll 

be applied toi^rard tax reduction. 

(2) Alachua County, Florida, (pop. 104,764), of which 
Gainesville is the county seat, v;ill use one-third of 
its funds each year for tax reduction. The reduction 
will amount to about one mill. The county is undecided 
on how to spend the renainlnp; tv/o-thlrds . but orob- 
ably in the general category of capital expenditures. 

(3) Hartselle, Alabama, (pop. 7,355), plans to avoid 
spending on programs of a continuing nature. Funds 
from the first 'cwo checks v:lll be spent for street im- 
provements, a nev? road grader, and a new dump truck. 

(4) Decatur, Alabama, (pop. 38,044), will place its 
revenue sharing funds in a supplement to the regular 
budget. One-third of the funds are to be used to up- 
grade presently underfunded departments, and tv;o-thlrds 
for capital expenditures, specifically street improve- 
ments, nev.' fire lepartment equlpm.ent, and a drainage 
project. Decatur has a moderate tax rate and does not . 
intend to use a:.,' funds for tax reduction. 

(5) Huritsville , Alabar.a, (pop. 137,302), has deposited 

its funds in an Intei'est-boarinr account and has made no 
definite plans its use, except that it will not be 

used fcr tax re : iction. 



:o inter'.' .cws 



Appendix II. 
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(6) Grar.Ly, Connecticut, (pop 

Itn money for capital expendi tui’eo 
been planr'.ed: a I’oad construction 

cruiser, and land fill scales and a 
tljc tov.Ti dump. East Granby’s first 
to $'H,t86. 



. 3532), v;ill use 
that had already 
truck , ■ a police 
scale house for 
two payments amount 



(7) Suffield, Connecticut, (pop. 8,63^), plans to use 
Its funds for a nev/ a drainage project, and 

partial payment of a no’w bridge. .‘\c cording to the mayor, 
a tax Increase v.'ould definitely have been necessary v;lth- 
out these funds. 



(8) Windsor Locks, Connecticut, (pop. 15>080), v;ill use 
part of Its funds for bond reduction and part for capital 
expenditures, probably street Improvements. Windsor 
Locks Is skeptical of the program’s future and Is pro- 
ceeding very cautiously. 

(9) Chicopee, Massachusetts, (pop. 66 , 676 ), estimates 
that two-thirds of Its funds will b'e required to stab- 
ilise property taxes. A tax Increase would have been 
necessary but for the assistance provided by the revenue 
sharing program. The remaining amount ’will be used for 
capital expenditures In the public safety, environmental 

( 10 ) Manchester, Connecticut, (pop. ^7,99^ )> Intends to 
use Its funds for revitalizing the main shopping area of 
town. This will be done by spending the money for high- 
way and sldev/alk construction. Manchester feels that 
Improving both pedestrian and automobile traffic flow 

to th-e shopping area will yield long range business and 
tax benefits to the town. 



(11) Granby, Connecticut, (pop. 6,150), has Invested its 
money in a trust fund at 5 3/^5 interest for a period of 
one year. The tov.'n expects to spend the money on a 
library, an addlcional patrolman, and radio equipment for 
police cars and town trucks, but wants to wait a year 
before making a firm daclsion. There is uncertainty 
concernin'' th ‘ enuino purposes of the program, and 
Granby is in no hurry to com.mit itself. 

(12) Simsbury, Connecticut, (pop. 17,^I75)» is departing 
from the stanciasls follov;ed by most other towns and is 
planning to use its money for other than capital expend- 
itures or tax r luction. Simsbury’s money 'will be spent 
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to enlarge the police department staff, the highv/ay de- 
partment, and to hire a new finance director. Some of 
the money will probably be spent for road Improvements 
as well, but most of It Is going for programs that will 
require continuous funding, v/hether or not revenue shar- 
ing Is extended after five years. 

(13) Torrlngton, Connectlclt, (pop. 31,952), will use 
Its money for capital expenditures already planned. Rev- 
enue sharing funds will enable the town to speed up the 
completion of these programs, which Include a new garage, 
bridge and highway repairs, and extension of storm and 
sanitary sewer systems. 

(1^) Brattleboro, Vermont, (pop. 12,239) Is using Its 
money for an unusual purpose. The city Is required by a 
recent state law to change to a fiscal year accounting 
system (July 1 - June 30) no later than July 1, 1977. 

The first budget under the nev; system must cover 18 months 
rather than the normal 12. Therefore, Brattleboro plans 
to shift' to the new system In July of this year and use 
Its revenue sharing funds to support the additional six 
months of the budget. 

(15) Vtoodstock, Vermont, (pop. 2,608), will use its funds 
for the construction of a nev; fire station. 

(16) Concord, New Hampshire, (pop. 30,022), plans to use 
its money for capital expenditures already planned. There 
will be no nev; programs. V/ithout revenue sharing funds a 
tax Increase would have been necessary. 

(17) East Hartford, Connecticut, (pop. 57,583), admits 
to having no real need for revenue sharing funds. This 
city has a lot of heavy industry that provides substantial 
tax revenues to the community. Property taxes In East 
Hartford are lov;er than most of the state. The city has 
not made specific plans for the use of Its money, but will 
probably use It for improvements In the police and fire 
departments. A tax reduction of 3-5 mills Is also planned. 

(18) Nev; Haven, Connecticut, (pop. 137,707) is worried 
that cuts In other Federal programs are going to be made. 
Nev; Haven needs the funds badly, but Is making no plans 
for their expenditure until the extent of cuts in other 
programs is known. There will definitely be no tax cut. 
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(m) V/othorn n el(i , Connoc tlcu*- , (P'^P- f'f'alc, 

that th(-‘ revonu*:* rharlnr, pronrarn doea not cleacrve all tyic 
favoraibl-* ruhllclty It haa bct'n recelvlnc. Tha Tov.'n y.aii- 
ager telievea that the regulationc governing the progi’am 
will continue to rrov/ . V/ethera field v;ill uae ita money 
to atahilize taxea , nrirnarilv tv caving for* capital ex- 



Dfr.ditui'oa alread' 



slanned . 



(20) Aurora, Colorado, (pop. 7^,97^), plans to spend 
its money to remodel a public golf course. 

(21) Glenarden, Maryland, (pop. ^,^1^7), Intends to use 
its funds to expand the town hall to hold larger crov/ds 
at the v/eekend cabaret dances held there. 



(22) Laurel, Maryland, (pop. 10,525), is planning on 
using some of its money to buy the old National Guard 
Armory in the city and turn it into a recreation center. 

(23) Bowie, Maryland, (pop. 35,028), will use its share 
for capital expenditures, primarily for road improve- 
ments . 



Intended Uses of Revenue Sharing Funds by States 



As discussed elsev/here in this paper, most of the state 
governments have projected surpluses for the current fiscal 
year, and many have huge surpluses to look forv;ard to. Revenue 
sharing funds are therefore not as crucial to financial planning 
by the state governments as for the local governments. 

Local governments are prohibited by the 1972 Act from 
using revenue sharing funds for educational purposes, but state 
governments have no such restriction. Ceveral states, including 
California, i.'ev; Jersey, Oregon, Pennsylvania, and Virginia v;lll 



use tr;e majority of 



revenue sharinr- 



to assist the 



local govcr:.::.-..-nts in usgradir.:; the school systems. 



Governor 



1m-. 



;;e Fiscal Foivcast is Fine 



the Ctates," Hus ‘ n- 



Leek, F--lr*uary 17, 1 



Ton McCall of Orep;on will submit a plan to the state lerislature 

that v.'il3 completely revise the school financial structur-e such 

that the state provides 100 percent of the operatinr; costs of 

elenentary and secondary schools. Revenue sharinr^ funds v;lll be 

directed tov;ard this goal, v/ith a substantial decrease expected 

1 . • 

in local property taxes. 

Several other states plan on using their money to help 
lower the property taxes at the local level. In some cases 
property tax reductions v/ill result from Increased state aid 
to education, in Oregon for example. Other states v/lll use 
their revenue sharing funds in a more direct manner to per- 
mit reduction of property taxes. South Dakota Intends to 
fund a major reform of the state and local tax structure v;ith 
its snare. Illinois, Kansas, Harylana, Minnesota, Vermont, 
V/ashington, V/lsconsin, and California all have some form of 
direct funding to local governments to allow a property tax cut. 

Some states, to be- sure, will use their funds to embark 
upon new programs. Montana v;lll finance capital projects author 
ized by the state legislature, but for w^hlch the bonding program 
was voided by the courts. Louisiana plans to use its revenue 
to finance an expanded hlrhv;ay construction and maintenance 
program. South Carolina expects to effect major cxpan;:lons in 
the fields of health care, crim.inal justice, and education v;ith 
its revenue sharing funds. Tennessee v;lll make innovations in 
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the are.13 of early childhood dovelopinent , Includinn atatevrlde 
klndc*i’c;arten.'i v/lilch the elate doee not presently have, mental 
health, and coiTec tional Institutions.^ 

In surmriaryv , state covernments ai-e expected to use theii’ 
funds to Improve the school systems, finance local property 
tax reductions, and establish nev; social v;elfare programs. 

In general, the states are not using their funds for direct 
capital expenditures. 

^Ibld. 



CHAPTER VII 



A CRITICAL ANALYSIS OF REVENUE SHARING 



Tiie propoiiCnts of Federal revenue sharing have based 
their support of this program on the follov;ing propositions, 
among others:^ 

(1) That state and local governments face a common fis- 
cal crisis, that they are financially unable to provide the 
services required of them, and that they have only limited 
recourse to raise additional funds at their level. The states 
have exhausted the sources of revenue available to them, par- 
ticularly since cne reaerai government has preempted the major 
source of revenue, the income tax. 

(2) That revenue sharing is an equitable method of 
raising money to meet state and local needs and is an efficient 
method for meeting public expenditure requirements at these 
levels . 



(3) That additional sources of revenue are necessary for 
state and local governments because the need for funds at these 
levels will grov; more rapidly than- revenue in the future. 

(^) That revenue syiai'ing ’will help restore traditional 
American democratic principles by returninr r.ore pov;er and 

^Legislative r.eference dervice, op. cit., pp . 20-3^. 



C o 
u d 



authoi’ity to tlie lower echielon governments. Revenue sh-arlnr; 

•will not only expand the activities of the state and local 
governments, but will contribute to the equally desirable 
goal of retardlr/- the gro'wth of the Federal government. 

(5) That states v/ill have practically no restrictions 
on the use of shai'ed funds, and that local governments, while 
having more restrictions than the state governments, will still 
have considerable leev/ay in the expenditure of shared funds. 

C6) That the Federal government is assuming only a 
limited financial obligation for a limited period of time (five 
years ) . 

(7) That this program can be administered v;lth very 
little grov;th in the Federal bureaucracy and with the imposi.tion 
of only a few administrative procedures on the recipient govern- 
ments. 

(8) That there is little alternative to revenue sharing 
if local governments are to continue as a viable part of our 
governmental structure. 

(9) That funds made available to state and local govern- 
ments are designed to encourage them to expand their revenue 
efforts, either by greater use of income taxes or other revenue 

sources. In other v.’ords , the bill helps the state and local 

✓ 

£^overnrr.ent r. to holo thornsel ve3 . 

The above r^ nc.^i tion3 v:ill each be exaaiined and diccuacod 
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in order to assess the validity of the assumptions on v/hich 
they ai*e based. 



The Fiscal Crisir of Ftate and Local Governments 



The Revenue Sharing Act of 1972 is based on the assumption 
that all states and localities face a common fiscal crisis. Some 
states and localities clearly are confronted by a crisis of this 
type, despite a high tax burden on their citizens; but on the 
other hand, many localities have not exhausted their own resources 
or even strained themselves. For example, six states have no 
Income tax whatsoever, four others use it In a narrov/ly selective 
way, and in Fiscal Year 1971, individual Income tax collections 
represented less than one percent of personal income in 22 
states."^ State and local officials quite naturally prefer ob- 
taining "free" funds from V/ashlngton rather than face their con- 
stituencies on the issue of taxes. 

The financial situations of the various state and local 
governments vary so enormously that it is very difficult to 
generalize. The most accurate generalization, hov;ever, must 
surely be that the potential sources of revenue available to 
these governments have not been exhausted. It was pointed out 
above 'that the state Income tax has not .been vlrogously applied 
by most states. Viev;ing the state Income tax from a slightly 



H.R. 1^1370, 9 2nd Cong., 2d Sess. (1972); Committee on 
V.'ays and Means, U.C. }!ouse of Representatives, R--‘nort v;ith 
f ur'nl ^m.'^r.ta 1 , Additional, and pj s.'f^nt In Vlev;s (so Accor.'.r:any 
H.r:'. 1^-370 i, p. ds. 



different perrpoc tlv<^ , despite the claiin that the Federal gov- 
ernment has preempted thia major aource of revenue, nix ctatea 
(Havjail, Minnesota, nev; York, Forth Dakota, Oregon, and V.'ir, con- 
sin) cui’rontly uci’lve a considerable pi*oportion of theii’ total 
revenues from this source. The other *44 states fall far belov/ 
this level, imposing a very lov; rate of taxation or not util- 
izing the state income tax at all.^ 

Other taxation measures also remain unexplolted. Five 
states (Alaska, Delav'/are, Montana, Nev; Hampshire, and Oregon) 

have no general sales tax, and of the others that do, the rate 

2 

exceeds k% in only seven states. Six states (Nevada, Nev; 

Hampshire, Ohio, Texas, Washington, and Wyoming) do not impose 

a corporate income tax, and the taxation rate is very low in 

3 

many of the states that do employ it. Although property is 
taxed by all local governments, the rates are several times 
higher in some states than in others. 

There is no intent to claim that the tax systems and 
bases of all the 50 states should be the same, but the tremen- 
dous variation that exists are difficult to justify. The ines- 
capable conclusion is that the states differ greatly not only 
in their taxation effort, but also in their v;illingness to meet 



U.S. Bureau of the Census, Statistical Abstract of the 
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their ov/n social obligations. 



It seems clear beyond doubt that 



the inajoi’lty of the states could Increase Uielr revenues sub- 
stantially by rcquirinr; the same sacrifices from their citizens 
as a fev; conscientious states are dcinc, leather than v/aitinc 
for the Federal government to come along and solve their problems 

Some states have, in fact, recently taken steps to ex- 
ploit these additional sources of revenue. Florida has a pro- 
jected surplus of $300 million for 1973 due to its newly adopted 
corporate income tax, and v;lthln the last two years Ohio and 
Pennsylvania joined the ranks of those states having state income 
taxes . ^ States have long been reluctant to impose personal and 
corporate Income taxes for fear that nev; industry will be dis- 
couraged by states that do adopt these measures. These states 
should realize that it is not enough for an Industry to simply 
bring jobs to a community, though this is certainly an important 
consideration . An industry should also contribute to the com- 
munity by direct taxation. Most communities v;ould be better off 
not having the industry if significant tax incentives must be 
offered in order to attract the industry in the first place. 

Industries, like individuals, require services from the 
com::;unlty , and llV:e individuals, should be taxed to defray the 
expenses for these services. 



r.au'.iv 
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From t!:e previous discussion of varying tax policies 



*"The r'isca.l For>''cas.t is Fine for thc' States," Pair, i n< 
’•■bruary 17, ls73, r* '"3. 



of the rUfferent state n:ri. local ^overrsaents , it is apparent 
that ir.<Jivlduals in the same income bi’acket are taxed dilT- 
erently depend-inc on their domiciles. Even though I'cvenue 
sharing has certain income redistribution features, the bill 
places great emphasis on the tax efforts of state and local 
governments, and encourages the maintenance of high taxes. 
Therefore, the existing Inequity is likely to be perpetuated. 

The major point is that our present system of taxation treats 
people in the same income bracket differently simply because 
they live in different places, and revenue sharing does little 
to redress these inequities. 

Revenue sharing as an efficient method for meeting pub- 
lic expenditure requirements at the state and local level can 
be directly challenged on the basis that it will help perpetuate 
the existing inefficient structure of many local governments. 

The problems of many local governments can be traced to the fact 
that there is duplication of many services among various units 
of government. Governm.ents often overlap one another to the 
extent that several different levels may tax the same parcel of 
property.^ Their broadly divergent pov;er and functions have 
frequently led to unnec es sa.ry conflicts and competition. IJot 
0 !.ly v/ill revenue snaring help roTpetuate this situation, but will 
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actually make It v/orse foi* thlr. reason: 
revenue shariti)* .is provided to every unit of local r^vernment, 
except those v/hose share is computed to be less than $200, small 
hamlets v;ill be encourap.ed to Incorporate and shai*e in the 
Federal bounty. Instead of maintaining the existing fragmented 
and overlapping governments, and indeed aggravating the problem, 
pressures are needed to move local governments toward more co- 
hesive, efficient units. 

Need for Funds at State and Local Levels 



Supporters of revenue sharing have frequently stated 

that the need for funds at the state and local levels v;ill grov: 

more rapidly than revenues in the future.^ For quite a long 

time, especially during the late Fifties and most of the Sixties, 

this was in fact the situation. The basic fallacy in assuming 

that this 'Will continue in the future lies in extrapolating the 

trends of the past decade over the decade ahead, v;ithout making 

2 

the appropriate adjustments to reflect the changing society. 

From the mid-Flfties to the mid-Sixties several import- 
ant factors promoted a huge expansion of expenditures at the 
state and local level. Fli’st, there v;as a backlog of requirements 



Melville J. Umler, "The Elementary Errors of Tax- 
Sharing," .'har ir - a:vd T~t.’ .■'■.Itcrriat 1 Vt--s : '.■■'hat Future 

for ! s c a 1 !'■ :■ "a ! V , .k'psi't , .' Jtii long. , 1st Sens . , 
i j e I’ V; pr^p a:‘ ; I’cr th Subcom.-r.it tee on Fiscal lolicy of 

the U.S. Consi'css, Joint Eeoncr.ic Cc::.::Mttec , V.'ashlr.gton , D.C.: 
Gcvei’iiment ?rl;.tin.g Cff’se, 10 ('7 , p. ^31. 
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for public facilitioo left over from the deprivations caused 
by V.’orld V.’ai* II. Secondly, the pootvaar "baby boom" resulted 
in increaoin?p sch.ool enrollmen* s . At the same time, advances 
In medical science ar.d the adoption of Iiealth and v/elfai’e 
services caused the number of older citiaens in the population 
to increase substantially.^ These conditions that created the 
great demand for public facilities are due to change significantly 
during the next decade. 

The backlog of needs from World V/ar II has long since 
been fulfilled. The birthrate in the U.S. reached its peak in 
the late Fifties, and has declined to the point that today v;e 
have almost reached "Zero Population Grov/th." In many areas 
the enrollment in public schools has already started to decrease. 
The "v;ar babies" are nov,' adults. The decline in school enroll- 
ments v;ill become even more marked as the results of our present 
lov; birth rate begin to be felt in the next few years. Addition- 
ally, the number of older citisens as a percentage of the popu- 

2 

latlon has stabilised.” This, together with the increased 
support of the older citisens provided by recent increases in 
Social Security and the adoption of Medicare, should ease the 
demand for increased services from local units of government. 

As a result of a_l these factor.c, expenditures required 
to ip.aincain the present .'.cope of public services at tlie sta.te 
and local levels should rise 'sy a much snall-''r amount in the 
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next decade than in the past decade. In summary, it appears 

that revenue sharing is a concept v/hose time has passed; but 

Ironically, it was adopted Just as the future began to brighten 

for state and local governments. In I967 the Committee for 

Economic Development estimated that the required outlays by 

state and local governments for public services in 1975 v/ould 

be $98.5 billion. From 1955 to I965, state and local expenditures 

had increased by 123 percent.^ 

At the same time, the Committee for Economic Development 

projected the net revenue yield to state and local governments, 

from the existing tax structure, at $119 billion in 1975, a 

figure far in excess of the projected requirements. As a matter 

of fact, in 1969 the revenues realized by state and local gov- 

2 

ernments amounted to $11^.5 billion. 

The most recent information available concerning the 

fiscal situation of state governments paints a rosy picture for 

the future. Governor Ronald Regan of California was recently 

quoted as saying that his state's budget outlook is "brighter 

than it has been in years," and Governor Nelson Rockefeller of 

New York declared that his state has "weathered the severe fiscal 

3 

crisis which beset us for the past two years." 

^Melville J. Ulmer, op. cit., p. 933 . 

^U.S. Bureau of the Census, Statistical Abstract of the 
United States: 1971 , ( 92 nd edition) Washington, D.C., 1971 , 

p"I ^06 . 

^"The Fiscal Forecast is Fine for the States," Business 
Week, February 17, 1973, p. 68. 
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In a majority of the states there are budgetary balances 
or surpluses for the foreseeable future, few nev; state taxes, 
and in some states, even tax cuts. The follovring examples 
serve to illustrate the healthy fiscal situation of the state 
governments : ^ 

(1) Florida v;ill have a surplus on the order of $300 
million, due primarily to the long-overdue adoption of 
a corporate income tax. 

(2) Michigan is expecting a surplus of around $220 
million for the current fiscal year. Governor Millken 
lias proposed tax cuts for both individuals and corpor- 
ations for the next t^^ro fiscal years. 

(3) Pennsylvania is also sufficiently liquid to be con- 
sidering a tax reduction for both individuals and corpor- 
ations. 

) Connecticut's budget for the current fiscal year 
provided for a small surplus, vrhile at the same time 
reducing the sales tax from 1 % to 6 . 5 ^ and repealing 
some business taxes. 

C5) Mississippi has an $80 million surplus of which 
at least part will be distributed to local governments 
vrithln the state. 

( 6 ) Georgia will use its $50 million surplus to either 
reduce property taxes or boost state aid to schools. 

C7) California expects a whopping $850 million surplus 
for the current fiscal year, and possibly $ 1.2 billion 
In the next. The governor wants to return most of the 
surplus to taxpayers, whereas the legislators want to 
use the money for other purposes. 

C8) New York has a projected surplus of $75 million 
for the current year and v/ants to put $66 million of 
uhis in a contingency fund, a plan that has brought 
charges of political opportunism for the gubernatorial 
campaign next year. 
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(9) Texas, a state vrlth no corporate or personal. Income 
tax, v;ill have a surplus of $50 million this year, duo 
primarily to higher sales and excise taxes . 

There are some states, to be sure, that are finding it 
difficu_lt to meet bud,getary demands at present, and a few may 
actually have to Increase taxes. The fact remains, however, 
that state governments in the aggregate had a surplus of $12.3 
billion at the end of 1972, Including $2.65 billion from revenue 
sharing-^ This clearly indicates the ability of state govern- 
ments not only to solve their ov/n problems, but to assist the 
local governments within the states. For example, the State of 
Michigan with its substantial surplus should use some if its 
funds to assist financially-distressed Detroit. This city is 

in such poor financial condition that its schools may have to 

2 

close tn's months early due to lack of funas. Lven so, the 
state of“ Michigan appears to be oblivious to this situation, 
and plans on cutting taxes rather than developing a plan to aid 
some of its o:-;n cities and communities. 

This discussion has dealt v/ith revenues and expenditures 
in the aggregate, and it cannot be denied that some local gov- 
ernjnents will continue to experience fiscal difficulties. Hov/- 
ever, tnere is ample evidence that the severest financial trials 
of state and local governments have now been ameliorated to the 
extent that these problems can be solved in the overwhelming 
majority of cases by the fiscal m.easures available to these 
governmental units. 

"Tbi i . 
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Restoration of Pov;er and Authority to the Lovjer 
Echelon Governmentr; 

President Mixon has repeatedly voiced his belief that 
a "Mew Federalism" Is needed to bring governmental operations 
closer to the people served thereby, and that a system of rev- 
enue sharing v;lll result In both pov/er and money being returned 
to the governmental units closest to the people. Unfortunately, 
It Is no simple matter to reverse the course of events over the 
past century, and especially the last fifty years. 

The role of the Federal government has expanded enor- 
mously during this period of time due to several Important 
factors. One of these Is the historic. Inexorable trend to- 
ward greater economic Interdependence of American society that 
transcends city, county, and stats boundaries. The population 
is. so mobile that the very concept of residents of a state begins 
to lose meaning. The services provided by one affects all its 
neighbors. In short, population mobility, industrialization, 
and the advances in transportation and communications have molded 
the nation into a cohesive v/hole. These historical trends are 
not reversible, and the likelihood is that the Federal govern- 
ment v;ill grov; stronger, not v;eaker. The flow of a fev; billion 
dollars to the state and local governments, along v;ith wide lat- 
itude for their expenditure, v;ill not alter the existing pov;er 
relationships betvjeen Federal, state, and local governments. 

The American society v;lll continue to be molded by Fed- 
In providing minimum social and economic 



eral leadership. 



94 



standards for American society, the states have alv;ays been 
led by the Federal government. There are many examples, but 
the Civil Rights Act of 1964 readily comes to mind as an action 
by the Federal government to alter longstanding social and eco- 
nomic conditions existing In the various states. The Federal 
government has pioneered other social legislation x-zlth the In- 
evitable economic consequences. 

The basic reason why many states have always lagged, and 
will always lag. In adopting progressive legislation has to 
do with the competition among the states for Industry, a prob- 
lem previously alluded to.^ Some aspects of this competition 
are socially unhealthy and economically self-defeating v^hen In- 
dustry Is lured to a stats by sacrificing the welfare and best 
Interests of the state's own people. For example, a state may 
decline to Impose regulations on Industry for limiting air or 
water pollution for fear of conceding an advantage to another 
state In attracting new Industry. All states are better off If 
the Feder*al government adopts legislation Imposing a general 
pollution standard that does not weaken any one state's competitive 
posture for attracting Industry. In summary, the Federal gov- 
ernment has done for the states what they themselves were unvfllllng 
or unable to do, and by and large this has been for the betterment 
of American society. Revenue sharing cannot, and Indeed should 
not , curtail the pov«rer and authority of the Federal government. 

^Flelville J. Umler. op. clt., p. 935. 
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One final point regarding governmental authority and re- 
sponsibility should be made. Public accountability is severly 
undermined by a bill v/hich divorces the responsibility for 
raising taxes from the dispensation of public benefits. This 
is a serious defect, because the public will be unable to measure 
the performance of their elected officials at various govern- 
mental levels by balancing the tax burdens imposed by these 
officials against the public benefits they have provided.^ 

Restrictions on the Use of Revenue Sharing Funds 

The Revehue Sharing Act of 1972 places practically no 
restrictions on the use of funds by state governments, and es- 
tablishes certain categories of expenditures for which local gov- 
ernments may use their funds. State governments can apparently 
be trusted, whereas- local governments apparently cannot be. 

This is the ultimate paradox of the revenue sharing bill: leg- 

islation purporting to revitalize local government and return 
power to the level of government closest to the people actually 
expresses the least confidence in the wisdom and responsibility 
of the government at that level. 

The restrictions that are placed on the expenditure of 
funds bear the mark of a typical Congressional compromise. The 
Senate version of the bill placed no restrictions on either the 
state or local governments, v/hereas the House version v;ould have 

^K.R. 1^37C, 92nd Cong., 2d Sess. (1972);, Committee on 
Ways and Means, U.S. House of Representatives, Report vjith 
SuDoler-'^ntal , Additional, and Dlssentlnr Views (to Accompany 
14 370) , ’ p . B9 . 
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placed firm restrictions on both. The ensuing compromise con- 
tained elements of each version. 

The present restrictions on local governments are some- 
what loose and allow considerable room for maneuver by inno- 
vative officials, but it should surprise no one if tighter and 
more pervasive restrictions eventually ensue, assuming that 
revenue sharing is extended beyond its present five-year life. 
If past experience is any indication, there can be little doubt 
that the dependence of state and local governments on Federal 
largesse to meet their basic governmental responsibilities v;ill 
result in the Federal government eventually prescribing how 
these governments must meet their responsibilities. 

Federal Obligation 

The proponents of revenue sharing have emphasized that 
the Federal government is assuming a limited obligation for a 
limited period of time.^ Though the President originally envis 
ioned a permanent program, it nov; seems likely that various 
political forces will not want it extended after five years. 
Hov/ever, the same political pressures from lower levels of gov- 
ernment that forced Congressional support of the bill in the 
first place, may make it difficult to let the program die after 
1976, especially during the period of a major election campaign 
The program may v;ell prove to be permanent and ever rising in 
its cost. 

^ Ibld . , p . 2 . 
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Even before the first checks v;ere distributed. Important 
officials v.'ere already decrying the inadequacy of the annual 
funds to be shared. Governor Ilelson Rockefellei* of Ilew York, 
testifying before the House Ways and Means Committee on behalf 
of the National Governors' Conference, recommended that the 
annual payment be doubled. Ten billion dollars "is absolutely 
essential," he declared.^ In short, the same pressures respon- 
sible for the present bill will Insure rapid growth of the 
program to meet the Insatiable appetites of officials for rev- 
enues they can use to finance benefits without the painful nec- 
essity of imposing taxes. 



Program Administration 



The revenue sharing program envisions an administrative 
situation that can be handled viith little growth in the Fed- 
eral bureaucracy and with the imposition of only a few adminis- 
trative procedures. If revenue sharing becomes a permanent pro- 
gram, it seems highly probable that it will be accompanied by a 
burgeoning bureaucracy. It is true that the program as presently 
constituted takes advantage of existing facilities and personnel 
levels of the Treasury Department to a large extent, but it must 
be remembered that the program is in its infancy. The first 
round of reports have not yet been received from governmental 
units benefiting from i'“evenue sharing. With approxir.ately 39,000 
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different governments already participating in the program, it 
is inconceivable that there will not be a deluge of problem.s to 
be solved by the "experts" in \lashington, D.C. There are thou- 
sands of additional units of government in the country who are 
potential participants in the program. V/ho is going to vrork 
out the problems concerning their eligibility for funds, their 
late entrance into the program, the effect it vjould have on 
funds received by the presently participating governments, etc? 
There can be little doubt that this program, like all other gov- 
ernmental programs v/lll experience grov;lng pains, and the pres- 
cription for those pains will inevitably inyolve additional man- 
power and facilities, bureaucracy, if you will. 

Alternatives to Revenue Sharin g 

Revenue sharing has often been presented as the only 
remaining hope for the salvation of our state and local govern- 
ments. It has already been pointed out in the discussion on 
taxes that most state and local governments are not even in need 
of salvation. And in those fev; situations where some assistance 
is required to allov; governments at this level to function ef- 
fectively, there are other methods to achieve this goal v:lth 
greater efficiency and a lesser expenditure of funds. 

It is completely unjustifiable to dispense funds to all 
units of government, as the present program does, simply because 
a small minority of them require assistance. Hovrever, there is 
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no easy solution to providing selective assistance simply be- 
cause of political considerations. Any method that could be 
devised v;ould be opposed by some pox-;erful interest groups. An 
Interesting analysis of alternative ways of distributing Fed- 
eral funds v;as conducted by the Advisory Commission on Inter- 
governmental Relations (ACIR) in 1964. This commission, composed 
of representatives from the three levels of government. Federal, 
state, and local, v;as created by Congress in 1959 for the fol- 
lowing purposes:^ 

(1) To give critical attention to the conditions and 
controls Involved in the administration of Federal 
grant programs . 

(2) To recommend within the framework Of the Constitu- 
tion, most desirable allocation of governmental 
functions, responsibilities, and revenues among 
the several levels of government. 

(3) To recommend m.ethods of coordinating and simpli- 
fying tax lav7S and administrative practices to 
achieve a more orderly and less competitive fiscal 
relationship between the levels of government. 

The ACIR analyzed the follovilng alternatives for dls- 

2 

tributlng Federal funds: (1) The compensatory fiscal approach, 

v.'hich v;ould Involve reduction in the Federal Income tax, vj-ith 
the state and local governments presumably realizing the 



Richard F. Kaufman, "Recommendations of the Advisory 
Commission on Intermovernmental Relations and Earlier Govern- 
ment Commissions , " Revenue Sharing and Its Alternatives: 

V/ha.t Futut^e fcr Fiscal r ■ ioralism? Report, 9Cth Cong., 1st 
Sess., 19o7, preparc-d for the oubcommittee on Fiscal Policy 
of the U.S. Congress, Joint Economic Committee, 'Washington, D.C.: 
Government Printing Office, 1967, p. 210. 
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opportunity to raise their own taxes, (2) the tax credit option 

approach under which a more genersous v;rlte-off of state and 

local taxes toward payment of Federal income taxes is permitted, 
again with the Intent of providing an opportunity to raise state 
and local taxes, (3) the tax sharing approach, a variation of 
the revenue sharing approach that was eventually adopted. Under 
this plan a designated percentage of Federal tax revenue v;ould 
be distributed to the states on the basis of collection, (4) 
the unconditional grant approach under which the states would be 
left free to allocate the funds as they deemed best, (5) the 
conditional grant approach under v:hlch the Federal government 
would decide on the function to be financed, and (6) the direct 
federal expenditure approach under which the Federal government 
would not only decide on the function to be financed, but expend 
the money directly with no matching funds or participation from 
the state and local governments. 

The advantages and disadvantages of these various approaches 
and the political considerations thereof will not be discussed in 
any detail here. Suffice it to say that while it did not reject 
the concept of revenue sharing, the ACIR felt that other approaches 
should first be tried, x^lth revenue sharing to be considered only 
if the other methods prove ineffective. In particular, ACIR 
gave strong support for the tax credit proposal and the Federal 
grant system, both conditional and unconditional. It emphasized 

^ Ibid . , pp. 244-2^5. 
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that grants should be consolidated to achieve more efficiency 
and eliminate fragmented programs, and most importantly, to 
reflect differences in the states* relative fiscal capacities. 
ACIR also placed Importance on maintaining the relation betv/een 
taxing and spending responsibilities at the local level, and 
in this regard took the position that fiscal reform by local 
governments v/ould give them additional funds by making more 
effective use of their ov;n taxing pov/ers . 

It can be seen, therefore, that alternatives to revenue 
sharing do exist that would put the money vfhere the necessity 
can be demonstrated, but would not distribute funds to every 
unit of government. At the same time, efficiency on the part 
of local governments would be encouraged and the concept of 
responsibility and accountability to the people would be main- 
tained . 



Expansion of Taxation Efforts by State 
and Local Governments 

As we have seen, the state income tax is not being used 
to the maximum extent possible in most areas. The increased use 
of it is an avov/ed goal of revenue sharing. This highlights 
another paradox of tlie revenue sharing program. On the one 
hand it is claimed that most states are in desperate need of 
assistance from the Federal government. On the other hand, the 
government explicitly recognises the ability of the state 
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governments to raise substantial additional revenues v^ithout 
placing an undue burden on the population of the state. The 
"piGgyback" collection provision of the 1972 act expressly 
acknowledges that state governments are not doing enough to 
solve their own problems. 

The revenue sharing bill also is designed to encourage 
additional taxation effort at the local level. This v:as pointed 
out in the discussion of the "three-factor formula" and the 
"five-factor formula" in Chapter V. Since the major source of 
revenue at the local level derives from the property tax, the 
bill implicitly encourages maintenance of taxation effort in this 
area. This is in direct conflict with one of the goals of rev- 
enue sharing frequently expressed by President Nixon, that of 
providing relief from property taxes at the local level. 

The revenue sharing program abounds with paradoxes and 
inconsistencies. Revenue sharing v;as enacted at a time when 
state governments v;ere finally moving tov/ard long needed change 
to solve the problem.s of local governments within those states. 

In the area of education, for example, an area that consumes ^3 
percent of local budgets and in v/hlch 95 percent of the local 
tax revenue for education is derived from property taxes, several 
state courts (including California, Texas, Minnesota, and Mev; 
Jersey) have issued decisions that may require states to provide 
nearly all the costs of public education. Presumably this vxould 

^H.R. 1 ^ 1370 , '^Pnd Cong., 2d Sessi (1972); Committee on 
'Jays and Mear';s , U.S. House of Representatives , Report b\-;ith 
Sur r Ic^merital , .'.ddi ‘ ]. , and Dissentin'^ Vievjs (to Accompany 

'. R . '1^1370 ) , p 10 6T 
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have to be acconpllshed thrcuf^h a state Incornc tax, since the 
rulings explicitly stated that linking education to property 
taxes discriminated against the poorer area. V/hy not let the 
state courts complete its v;ork in this regard? It is reasonable 
to believe that the states could support public schools through 
an income tax, with local governments utilizing the property 
tax to provide other services. 




I 



CHAPTER VIII 



CONCLUSIONS 

As finally enacted into law under the State and Local 
Fiscal Assistance Act of 1972, revenue sharing emerged as a 
type of "pork barrel" program designed to give maximum political 
benefit to Senators and Representatives in Congress. The case 
for revenue sharing v;as built on several erroneous assumptions, 
the most important being that most state and local governments 
are in serious financial straits, and further, that they do not 
have the fiscal resources at their disposal for solving their 

T , T "V^ 

W ■ V X ^ ^ ^ ^ 9 

Based on the limited number of personal interviews con- 
ducted with officials of local governments, there appears to be 
little urgency in expending the funds received through the nev; 
revenue sharing program. Various newspaper and magazine articles 
tend to substantiate the belief that while revenue sharing funds 
are gleefully accepted by state and local governments, as one 
v;ould expect, there is nothing to indicate that revenue sharing 
v;as necessary, in the vast majority of cases, for the continued 
viability of the recipient governments. 

Revenue sharing as first proposed in the early 19^0 's 
and as reflected in President Nixon's first proposal to Congress 
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in 1969, was based on the concept of sharing surplus revenues 
v/ith state and local governments on the basis of population and 
the degree to v;hich their ov;n tax resources ivere being utilized. 
V/hen it became apparent that there vfas little chance of having 
any surpluses to share, Mr. Nixon embraced revenue sharing as 
part of a deficit budget, but hoped to use this program as a 
vehicle for consolidating the grant-in-aid programs under the 
special revenue sharing aspect of his plan. 

The resulting program contained the worst of both worlds. 

A natlonvjide expectation had arisen, largely due to the intense 
lobbying and public activity on the part of organizations of 
state and local officials, whereby manna from V/ashington would 
flov; to every community to enhance its lot without cost to anyone, 
•me very apt economist's homily, "there is no such thing as a 
free lunch," was completely ignored in the great clamor for 
V/ashington to dispense its presumably endless largesse. As a 
result, a program was adopted for the debt-ridden Federal govern- 
ment to distribute $30 billion over a period of five years to 
lov;er government which are by-and-large in much stronger fiscal 
condition than is V/ashlngton. Additionally, no economies in 
other areas were realized_; as the President had hoped. No sub- 
stantial Incentives were adopted to make state ^and local govern- 
ments more effective and no restructuring of the many overlapping 
governmental functions was achieved. In short, everything is 
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the same as before, except that the Federal government is further 
in debt. 

State and local officials are happy to receive the money, 
of course, but if they }iad the v;lll and the v;lsdom to look at 
the nation-, -fide affects of revenue sharing, taking into consider- 
ation both sides of the ledger, there can be little doubt that 
in the aggregate, the country is v/orse off for having adopted 
this program. The only v/ay it could have Improved the condition 
of the entire country vjould have been through the reorganization 
of inefficient units of government or by an overhaul of the tax 
structure. The A.ct of 1972 does neither. 

Some mileage from revenue sharing may yet be obtained by 
President Nixon. Though it was not in the original scheme of 
things, it appears now that the President may use revenue sharing 
as an e:xcuse for cutting back on other programs. Mr. Nixon has 
received much publicity recently for his proposed dismantlement 
of many "Great Society" programs adopted in the 1960's. The 
Administration could always point to revenue sharing as a means 
for local governments to continue some of the programs for which 
funds are terminated. There have already been hints from Admin- 
istration spokesmen that revenue sharing may be used to ease the 
v;ay for cutbacks in other areas . 



The Research O/uestions 



In response to 
formation gachtred fox- 



the primary res.earch question, the in- 
uhls f'ap-^-x’ leads to tlio conclusion that 
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Federal revenue sharing will help maintain the status quo of 
taxation policies of state and local governments, at least for 
the five-year life established under the initial legislation. 

If revenue sharing becomes a permanent program after this trial 
period, tax policies might change substantially. 

This conclusion is based primarily on the following 

factors : 



(1) Many local governments that could afford to reduce 
taxes as a result of revenue sharing are not doing so 
for fear that the program may be terminated after five 
years, necessitating a tax Increase at that time. Most 
officials feel that the public is not clamoring for a 
tax reduction and vrill remain satisfied if taxes are 
kept at the present level. 

(2) Most officials interviewed asserted that a tax in- 
crease would have been necessary if revenue sharing had 
not been adopted vjhen it was. While this is probably 
e:;:aggerated in some cases, it does indicate that tax 
levels in most states and communities viill remain at 
the present level. 

(3) V/hlle the 1972 Act does contain an incentive for the 
increased tax effort of state and local government, the 
incentive is not all that strong. For one thing, the 
choice of two formulas for distribution of funds allov/s 
those states without income taxes to choose the "three- 
factor formula" that does not penalize them. For an- 
other, even though both formulas contain a General Tax 
Effort Factor to revrard those states collecting a higher 
per capita tax, this factor is not strong enough in re- 
lation to other factors to encourage governments to take 
the political risky step of increasing taxes. Lastly, 

it is incongruous for the Federal governjnent to adopt 
a law that ostensibly encourages additional tax effort 
by state and local governments, and at the same time 
provides money that obviates the need for the tax effort 
that has been encouraged. 

The "piggyback" income tax collection feature of the 
Revenue Sharing Bill is not likely to stimulate additional use 
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of the otate income tax. Hone of the states vjithout an income 
tax are experiencing fiscal deficits at the present time. More- 
over, in a preponderance of the states the budgetary outlook 
for the 1973 legislative session is brighter than it has been in 
years. Unless some of the states decide to adopt a revenue 
sharing plan of their ov;n for distribution of state funds to 
local governments, an extremely unlikely event in view of the 
Federal revenue sharing program, there should be no need for 
increases in state income taxes. Some states may, however, 
choose to utilize the services of the Federal government in col- 
lecting state income taxes as provided by the "piggyback" feature, 
while retaining the present level of taxation. 

In short, state and local governments (in the vast major- 
ity of cases) are experiencing the combined blessings of a 
resurgent economy, a leveling off of demands for services from 
the older segment of the population, a decrease in school enroll- 
ment, and "free" funds from Washington in the amount of $30 
billion over a five year period. There is little reason to alter 
taxation policies for the foreseeable future. 

During the Congressional legislative process, the revenue 
sharing concc;pt evolved as follov/s: 

(1) From a proposal to share surplus revenues, initially 
in the amount of about $500 million per year, to a massive 
program of assistance v.'lthout regard to budgetary deficits, 
with $ 5.3 billion available the first year. 

(2) From a proposal to channel all shared revenues through 
the state governments, v.'ith the state government retaining 
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move than half, to a r-yr, tern of direct rrantr. from the Fed 
ercxl /'overnrnent to oacln unit of lovrer r>overnment, v/lth 
state r.overnr.ents receiving one-tlilrd and local govern- 
ments 1‘ecelving tv/o-thlrds. 

(3) From a I'olatlvely s. imple allocation plan wherein 
money vrould be disti’ibuted on the basis of population 
and tax effort, to a dual system of complex plans under 
vrhich the factors of need, use of state Income tax, and 
urbanl sed population are used in addition to overall 
population and overall tax effort. 

(^1) From a plan granting funds to all units of govern- 
ment vrlthout "strings," to a compr*omlse plan under v/hich 
the states have no restrictions, but under which local 
governments must use their money for certain priority 
categories of expenditures. 

(5) From a plan that envisioned the sharing of a certain 
percentage of Federal revenues over an indefinite period 
of time, to one under v;hich specific dollar amounts v/ere 
appropriated over a specified period of time. 

(6) From a plan that favored rural areas to one that 
favox's everyone, due oo the tv;o allocation formulas avail 
able. In reality, suburban areas are not particularly 
favored by either of the formulas, vxhereas rural areas 
and core cities both are, depending on the formula 
selection . 

All the changes discussed in the preceding paragraph 
entailed political trade-offs and compromises between the exec- 
utive and legislative branches, and betvxeen various factions 
of the Congress. In general, the House advocated features that 
would benefit the more populous urban regions, vxhile the Senate 
had the more rural interests at heart. Also, the House advocated 
tight restriction;' on the use of funds, v’hereas the Senate vxas 
inclined to grant funds vxithout restriction on their usage. The 
House fo'ugiit vigoi’ously to include incentives for the use of 
state income tax' s, while the Senate objected to this goal and 
managed to •.•;ater-dov;n this provision considerably. 
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Thc-ru v;erc none point::, cf unanlnlty botvn-on the Houne 
and Senate, hov.a.'ver. Both favored direct dintrlbiition of fund:', 
to each unit of f',overnn'.ent , leather tija;i crantln.e the state (‘ov- 
ernnents conti'ol ovoi‘ funds eai'.v.arked for local covermnents , as 
the President liad proposed. Additionally, both ar.reed that local 
governments should receive the majority of tlie money, v;hei*eas 
the President’s plan v/ould have granted the majority to the 
state governments. The House and Senate both employed similar 
procedures to avoid giving control of the legislation to the 
House and Senate Appropriations Committees and to avoid the 
necessity for annual appropriations procedures. 

Additionally, both the House and the Senate refused to 
consider v;hat v;as probably the most Intelligent and farsighted 
proposal made during the v;hole legislative process: the pro- 

vision of the aborted Humphrey-Reuss plan of 1971 that v/ould have 
required state and local gover.nments to enact master plans for 
modernization prioi’ to participating in revenue sharing. If 
the final revenue sharing legislation had contained a provision 
for modernlzatl on of local governments to eliminate some of the 
overlapping functions, perhaps it v/ould have been v/orth the $30 
billion that is to be handed out. 

The revenue sharing program appeal’s to be functioning 
v/ell inscfai"’ as the administration of the program is concerned. 

A s, '’Ties of regional me'^tlngs has been conducted by the Office 
of R.’vonue Charing to /.squaint officials of state and local 
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*t.-; v;lth iho i'0("ulal Lcn;i and pr’ocedur*ea established by 
the 197? Act. Orricials intervlov.-ed scorned to be v/ell infor'ined 
conceiTiliu;' their* r*esponsil 11 Lt ies. under the act. The machinery 
established to administer* the pr’ocfarn is viov/ed favorably by 
these officials, and the amount of Governmental "red tape" has 
been held to a minimum. 

It is quite clear that the local covei’nments are usinc 
their revenue sharing funds for projects of limited duration or 
for capital expenditures, i.e., for programs that vrlll not require 
funding over a long period of time. There is considerable doubt 
in the minds of the mayors and city managers ’ that revenue sharing 
v;lll be extended after the Initial five-year period. They are 
"playing it safe" and planning expenditures In such a v/ay that 
taxation can be kept at the present level. Revenue sharing has 
therefore enabled governmental units to buy nev; equipment, erect 
nev/ buildings, or pave new streets, all projects that would 
otherv.’lse have not been accomplished. Kany governments have 
used funds for projects that clearly are not "must" items. The 
most flagrant example is probably the city that is using its 
money to reno’v'^ate the golf course. 

In general, revenue sharing has permitted com.munities 
to purclsase "nice to have" projects, but fev; seem to have 
needed tr.e money fer "absolutely essential" projects. 



COMPARISON OF POUR REVENUE SHARING PROPOSALS 
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APPEIIDIX II 



SUMMARY OF INTERVIEWS CONDUCTED WITH 
OFFICIALS OF LOCAL GOVERNMENTS 

Gain'^o ville , Florida (population 64,510) 

Person intervi ev.'cd : City Manacer, Mr. B. Harold Farmer 

Date of interviev/: December 20, 1972 

Gainesville is a rapidly grov/ing city in central Florida 
that has doubled its population in the last decade. The city 
is to receive approximately $807>248 in the first tv;o checks, 
spaced only a month apart. Gainesville intends to use its 
money for capital ir.iprovements and a fev/ programs that ’''ill 
have a limited life and a specific date established for their 
demise. The intention is to avoid any program that v/ould re- 
quire funding from local resources in the event revenue sharing 
is eliminated after the initial five year period. 

Mr. Farmer v:as extrem.ely cordial and helpful, as v/ell as 
frank and open, during the interviev/. He stated that his 
efforts v/ill be directed not only to the v/ise expenditure of 
the funds received, but also for building a case for extend- 
ing revenue sharing beyond the present five year life estab- 
lished by the 1972 Act. He feels this is particularly neces- 
sary in that the Congressman representing Gainesville’s dis- 
trict did not suppom: the present revenue sharing bill. 
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urooeri. 



lilt. .■,•1.11 not ar.!)ly any of the fundo tovaard a 
auction. T.h“ tv;o trijor 1 ‘caconu for this are 



that tho ta.x'ition I’-'te co'ald be reduced only by nuch a airiall 
amount (approximately 3.^1 mill) that the individual taxpayer 
•aould iiardly feel th'- ben.'-fit therefrom, and it is feared 
that a tax cut nov; 'v/ould necessitate a tax increase in five 
years if revenue sliaring is not extended. 

Mr. Far.mer appeared to be a city manager very much attuned 
to the times. He stated that a portion of the city's revenue 
sharing money v.’ould be spent to finance a study on bond funding 
and for a system of program evaluation. He feels that the rules 
for the expendit'ure of revenue sharing funds and the administrative 
procedures involved are easy to comply v/ith, but he is wary of 
the role that GAO might play. Mr. Farmer also fears that the 
Federal government might use revenue sharing as an excuse to 
curtail other assistance such as grants-in-aid . 



Alachua County, Florida (population 10^,76^) 

Person intervi e-wed : Coordinator, Office of Federal Aid 

Programs, Mr. Norm LaCoe 
Date of intervie’.;: December 20, 1972 

Alachua County is the county in v;hich the city of 
Cainesville is located, Gainesville being the county seat and 
largest city. Alachua County is one of the fev; governmental 
units sui'veyed that intends to effect an actual tax reduction 
using 1 ‘evenue sharing funds. Quite a fev; other units indicated 
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tiiat I’evenuo L:harinr, had obviated the necoaalty of linpooin;’: 
hicher taxeo, but only a fev.' envisioned an actual reduction. 

Mr. LaCoe indicated that the tax reduction to be realised 
was more appai’ent them real, and that it was politically inspired 
rather than a matter of sound fiscal policy. About one-third of 
the revenue sharing funds vrill go for property tax relief, but 
the rate of taxation vjlll decline by less than one mill as a 
result of this action. The tax reduction results primarily from 
the 1972 elections in which two of the five seats on the Alachua 
County Commission v;ere to be filled. Both winning candidates 
had campaigned on the promise to use revenue sharing funds for 
tax reduction. After taking office, these tv/o candidates were 
able to persuade a third Commissioner to join them in voting for 
the tax cut . 

Alachua County has not decided on the exact use of the 
remaining two-thirds of the revenue sharing funds, but it is 
expected that the money v;ill be spent primarily on capital 
expenditures, mostly road construction and maintenance. 



Huntsville, Alabama (population 137,802) 

Person Interviewed: Mayor Joseph Davis 

Date of interviev;: December 22, 1972 

Huntsville is a city that has experienced phenomenal 
grov;th since V.’orld V'ar II. Ten years ago the population was 
about 70,000 and tv;enty years ago, about 15,000. This grov.'th 
has resulted in a tre;ner:dous expansion of governmental services. 



llS 



Tl'iO tax taro har, alr.o f'rov.’n accord ’.n''ly , r.o the city har br'cn 
alio to cope v;ell v.'lth itr, oxi on . 

Hunt ovlllo hue not yet decided hov; itc funds v.'lll bo 
ujod, but tnoi’o v.'ill be no propei'ty tax I’eduction. The city 
seems to be takinr its time before making any definite cornmlt- 
mento . In the meantime the money has been deposited in an in- 
ter est-bearln (3 account, where it vjill probably remain a year or 
so before being used. 



Hartselle, Alabama (population 7,355) 

Person interviev;ed : Ms. Sarah S. Keseker, City Clerk 

Date of interview:- December 26, 1972 

Hartselle plans to avoid using any funds for programs 
of a continuing nature. Funds from the first two checks are 
to be used for street improvement, a new road grader, and a 
nev; dump truck. 

Mrs. Keseker had recently attended a regional meeting 
in Atlanta, Georgia, held by officials of the Office of Revenue 
Sharing, a nev; division of the Treasury Department. Officials 
of local governments were advised to proceed on the assumption 
that revenue sharing would terminate at the end of the first 
five year period. This seemed to be based on conservative raan- 
agem.ent rather than on any specific Information as to the future 
of revenue sharir.g. Mrs. Keseker stated that there seems to be 



a general mood amonr; city and town officials that revenue sharing 
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will afford a breather for five yearc, and after that everyone 
will bo on his own. 



Decatur, Alabama (population 38 , 0^)4) 

Person interviewed: Mayor Russell Bolding 

Date of interview: December 26, 1972 

The Mayor said that there v/as no intention to reduce 
taxes through the- use of revenue sharing funds. Decatur has a 
very moderate tax rate and there is no clamor by the citizens 
there to cut taxes using these funds. The money for the first 
two checks are not to be placed in the general revenues budget, 
but will be shown as a supplement to the regular budget. The 
funds are to be used for upgrading presently underfunded depart- 
ments, primarily in the area of capital expenditures for street 
improvements, new fire department equipment, and drainage projects. 
Some of the money, however, v/111 be applied to programs of a 
continuing nature. The Mayor is v;ary of funding permanent-type 
programs with revenue sharing funds, but believes this is necessary 
to some extent. 



Tucson, Arizona (population 262,933) 

Person interviewed: Mr. Clifford V/. O' key. City Manager 

Date of Interviev/: January 3, 1973 

Tucson will use all of its revenue sharing funds from 

the first two chocks (about $^,000,000) for the improvement of 

streets. Pending project design and the av/arding of contracts, 

the money has been Invested in a trust fund at 6 percent interest. 
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The City Manager stated that Tucson would definitely 
avoid committing revenue sharing funds to programs of a con- 
tinuing nature. Funds in the remaining four years of the 
program will be committed to capital expenditures, primarily 
street Improvements and sev;age systems. No tax reduction is 
envisioned. Tucson sees the opportunity to finance street im- 
provements that v;ould have otherwise have been postponed for a 
long time, and this is considered more pressing than a tax cut. 



Sante Fe, New Mexico (population ^l,l67) 

Person interviewed: Mr. Antonio Lopez, City Finance Director 

Date of interview: January A, 1973 

Sane Fe is a city with a rather stable population. Its 
problems are mostly those of an older city, rather than those of 
a rapidly expanding community. The city has made no definite 
plans for using its revenue sharing funds, but there will be no 
tax cut. Programs of a permanent nature will be avoided as much 
as possible. Sane Fe intends to wait several months before 
making a decision concerning use of this money. The city wants 
to be sure that funds from other Federal programs are going to 
remain Intact before it commits Itself on the revenue sharing 
funds . 



East Granby, Connecticut (population 3,532) 

Person intervlev/ed : Mr. V/illlam Meyer, First Selectman 

Date of Intervievr. January 19, 1973 

East Granby is a small town situated halfv/ay betv^een 

Hartford and Springfield, Massachusetts. Mr. Meyer stated 
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v; I ‘ hfai ■ r»"/ riU'- 



I'undr , a local prop'''rty lax In- 



ci'caac- v;ould !.ave Lf -a n'--ccc..-.ary . V.'ilh th'.-oe fundo, the tax 
r*ate v;lll be held at the prooent level, ov nonslbly reduced 
by about one nlll. 

The tovjn has plans to use revenue sharing funds for cap- 
ital expenditures that h.ad already been planned. Tliese Include 
a nev/ truck for road construction, a new police cruiser, and 
land fill scales for the town dump. East Granby Is skeptical 
about the long range future of the revenue sharing program. 



Suffleld, Connecticut (population 8 , 63 ^) 

Person Interviewed: I'r. Daniel Sullivan, First Selectman 

Date of Intervlev:: January I 9 , 1973 

Mr. Sullivan also asserted that a tax Increase v;ould have 
been necessary had revenue sharing not been adopted. Taxes 
v;lll not be reduced, but the anticipated Increase v;lll not take 
place. The tev^n's funds v/111 be used to finance capital ex- 
pendltui’es that v;ere already planned. These expenditures In- 
clude money for a new garage, a drainage system, and partial 
funding of a nev/ bridge. 



V/lndsor Locks, Connecticut (population 15,080) 

Person intervlevrea : Mrs. Irma M. Ollvl, Tov;n Clerk, January 19, 

1973 

V/lndsor Locks plans to use about half of Its funds for 
bond reduction, a reflection of the skepticism v;lth v;hlch It 
views tiie future of revenue sharing. The remaining half will 
be used for capital expenditures, although the specific programs 
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have not yet boon colocted. Mrn . Olivi credits revenue oharinc 
for having stabilised the local tax situation, but states that 
the tov/n is proceedlti^^ on the assumption that this is only a 
temporary source of funds. 



Granby, Connecticut 

Person int erviev:ed : Tir . Donald Flannery, Chief Administration 

Officer 

Date interviewed; January 19, 1973 

For the time being Granby has invested its money in an 
interest-bearing trust fund. Plans call for spending the money 
in about a year. The funds will be used for the purchase of nevi 
radio equipment for police and tovm trucks, addition of another 
patrolman to the town police force, and partial financing of a 
new library. Mr. Flannery credits revenue sharing for allov;ing 
the tov/n to maintain its present level of property taxation. 



Simsbury, Connecticut (population 17,^57) 

Person interviewed: Mr. Russell Shaw, First Selectman 

Date of interview: January 26, 1973 

Siinsbury is a very affluent tovm, a suburban commuter 
area north of Hartford. Simsbury's planned use of revenue 
sharing funds is in marked contrast to the plans of most officials 
intervl ev.'c-d . It will use most of its funds to finance nev/ pro- 
grams of a continuing nature. Very little v;ill be spent on 
capital improvements and none at all for tax reduction. The 
new progi’ans to be funded include enlargement of the police 
departmer^t staff, hiring of additional employees for the high’way 
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u -^par' v::;ont; , a!i i }>lrin:- of a nev; 
v.'ill fa’]uire continuouj i’uruiLn- 
1 a ex a i-- nd e d a 1' t <_• r f i ’/ e y e a it . 



finance director. Th'^r.e prorrar.a 
v:;-iether or not revenue nharlnn 



Torrinpton, Connecticut (population 31,952) 

Peraon i ntervl •'v/ed : iVayor Freuex’ick Daley 

Date of interview: January 26, 1973 

rir . Daley plana to use Torrincton's money for capital 
expenditures that v;ere already planned. He states that these 
programs v;ould have been accomplished eventually anyway, but 
that revenue sharing has enabled the tovm to speed up its schedule 
for completing them. The funds v.ill be used for a nev/ garage, 
expansion of storm and sanitary sev/ers, and bridge and highvxay 
repairs. Ho money v;ill be applied tov/ard a tax reduction. 



Chicopee, Masachuset ts (population 66 , 676 ) 

Person interviewed: i-'r . Norman J. Ritchott, City Auditor 

Date of interview: February 2, 1973 

Mr. Ritc'n.ott explained that without revenue sharing 
funds the city of Chicopee would have experienced a substantial 
tax increase. An estimated two-thirds of the funds will go for 
tax stabilisation, and the remainder v.'ill be used for capital ex- 
penditures in the public safety, environmental protection and 
public ti’ansportation areas. 

The city realizes that if revenue sharing js terminated 
five years from nov.', there 'will have to be a property tax increase 



Th-.'j'e i.'. oorieern that, a ta 

the n-'Mr future Jf F'>cj*^r‘al fur.*l 
as the ruinor-ni 1 11s :uij;;;(-est . 



liicia.-ase may be nocessai’y In 
r..* of oth“r prot’trar..: is cur*tallfd. 



Manchester, Connecticut (population ^17,99^1) 

Person intervi ev;ed : Mr. Thomas Moore, Comptroller 

Date of interviev; ; February 2, 197 3 

The city of Mancliester Is usinc Its revenue sharing 
funds for an unusual type of investment. There has been increasing 
concern that the city's shopping area is losing too much business 
to neighboring tov/ns , especially Hartford, due to its poor ac- 
cessibility. Therefore, Manchester intends to revitalize the 
main shopping area by spending its revenue sharing money for nev/ 
sidev;alks and highway improvements. The city feels that Improving 
both automobile and pedestrian access to the shopping areas will 
yield long range business and tax benefits that make this invest- 
ment attractive. There had been some consideration of floating 
a bond issue to finance this project, but the receipt of revenue 
sharing funds has obviated this necessity. 



Brattleboro, Vermont (population 12,239) 

Person interviev.’ed : Mr. Corv;in S. Elv;ell, City Manager 

Date of interviev;: February 2, 1973 

Mr. El’.;ell explained that all tov;ns in Vermont arc re- 
quired by a recent state law to change to a fiscal year accounting 
systeip (July 1-June 33) no later than July 1, 1977. Whenever tlie 
siiift to tliis new sysrem is made, it vjill be necessary for the 



IMrrt budget to covor an lo month period, January t'ni'ouph June, 



plu:' ti.<..“ v; j'lacal yf'ar. !ir . I-.lva.'ll oeoc revenue charlt;;; an 
the perfect '/ehs^cle for Brattleboro to use in makinc the chanm.e- 
over*. Therefore, the tov.’n has adopted a plan for makinr; thin 
chance on July 1, 197 3, and a budcet has been submitted that v;ill 
span the period January 1, 1973 - June 30, 197^1. All the rev- 
enue sharinc funds to be received by the city during this period 
vjill be used to cover the extra six months . 

For the years of revenue sharing remaining after this 
budgetary shift has been completed, the town will probably use 
its funds for capital expenditures. It does not expect the 
program to become permanent. 



V/oodstock, Vermont (population 2,6o8) 

Person lnterviev;ed : Mr. Sidney C. Smith, City Manager 

Date of interview: February 2, 1973 

Mr. Smith stated that the tovm of Woodstock plans to 
use all of its revenue sharing funds on capital expenditures, 
primarily a new fire station. V/oodstock, like most towns, wants 
to avoid any nev; continuing programs in the event the revenue 
sharing program is not extended after five years. 

The village of V/oodstock, a separate governmental entity, 
but one with vfnich Mr. Smith is familiar, plans to use about 
half of its funds for the reduction of property taxes. The tovm 
of V/oodstock v.’ill use none of its funds for this purpose. 
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ConcorvJ, IJev; Hri.".: (p. pulallcn 30,022) 

inPory I 1 : or! 13. yoole, City Clerk 

Date or Iritervicv; : Pet ruary 2, 1973 

Mrs. Foote explained that Concord ir not p.ottinr. a.; mucii 
.money aa originally expected. Like most other cities. Concord 
plans to use Its money for nonrecurring expenses. This is to bo 
accomplished by applying the money to the current budget to pay 
for capital expenditures already planned. There v/ill be no nev; 
programs. Concord v.’ould definitely have had an increase in the 
property tax if revenue sharing funds had not been received. 

Nev; Hampshire is the only state in the U.S. v;ith no broad based 
source of revenue, except for a state lottery and some minor 
business taxes. It has neither a statev/ide sales tax nor a 
general Income tax. As such, the cities in the state do not 
participate in the shai’ing of sales tax revenues as do many 
cities of states having this kind of tax. 

Concord considers that revenue sharing has been of immense 
value to the city in allov.'ing it to meet its obligations v/ithout 
a property tax Increase. 



East Hartford, Connecticut (population 57,583) 

Person intorviev.'ed ; Mayor Richard Blackstone 
Date of interviev/: February 21, 1973 

Surprisingly, Mr. Blackstone stated that East Hartford 
has no real need for revenue sharing funds. East Hartford is a 
city with a lot of heavy industry, and a substantial amount of 
I'eveaue is derived from this source. The city lias one of the 
lov.’est tax rates -t. the state, with a 65 percent level of evaluatio 
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and a 42.5 mlllage rate. Even though it enjoys this low tax 
rate (low for Connecticut), East Hartford will use part of its 
revenue sharing funds for a tax reduction of 3-5 mills. There 
are no particular plans at the present time for the remainder of 
the money, but it will go for capital expenditures. A portion 
of it may be used for the purchase of police and fire department 
equipment. Until definite plans are made, the money will remain 
in an interest-bearing account. 



New Haven, Connecticut (population 137,707) 

Person interviewed: Mr. Everett Shaw, Director of the 

Planning and City Development Commission 
Date of interview: February 21, 1973 

New Haven is particularly worried about the possibility 
of cutbacks in other Federal programs. This interview was con- 
ducted at the time that much publicity was being drawn to the 
subject of revenue sharing as a means of effecting a reduction 
of grant-in-aid programs, etc. Mr. Shaw stated that revenue 
sharing funds are badly needed for New Haven to meet its respon- 
sibilities without a tax increase. The city already has one of 
the highest rates of taxation in the state. 

Until the overall subject of Federal funding is clarified, 
the city is making no definite plans for the expenditure of 
funds. However, a decision will be necessary before the new 
fiscal year begins in July if a tax increase is to be avoided. 
Revenue sharing funds v;lll definitely not be used for a tax cut. 
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V.l.-th'.-i-.'. I'lold , J . r.r. 
• ■-.■I’.’.un j n*-'.-r-vl . 1 
Date oi' intei’viuv; : 



c*. :cuo (population 26,(62) 




n Mar.apu'r* 



Mr. L'e. antia doer, not believe tliUt revenue sharinn de- 
serves all the favoi’able publicity it has been receiving. He 



programs in other ai’eas, v;lth revenue sharing being used as a 
smokescreen. He also fears that the regulations applying to 
the revenue sharing program v;ill grov/ . 

Despite this pessimism (or perhaps realism), Mr. Desantis 
credits the present receipts for stabilizing the town’s budget. 
Wethersfield has a high tax effort, one of the factors in the 
distribution formula, and as a result is receiving more money 
than most to'wns its size. The budget includes a relatively high 
level of capital expenditures, so revenue sharing funds v:lll be 
directed tovrard this usage. 



Hartford, Connecticut (.population 158,017) 

Person intei’viev;ed : Mr. EJv;ard M. Curtin, City Manager 

Date intei’viev.'ed : February 21, 1973 



improve the planning and managerial functions of the city gov- 
ernment. This mor.ey will underwrite the cost of initiating a 
long-range financial planning unit which will mionltor cash flov.'s, 
establish investment schedules for the city treasurer, and perform 




Hartford is using part of its revenue sharing funds to 
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bo hlr'cd to :'tu iy the canli-flov; problem:', in an ert'or’t to relieve 
the Internal audit etaff. Thiu proj^ram in obviously one of a 
continuir.i: nature. 

Some of the remaining funds v/ill be used for capital ex- 
penditures, px'inai’ily equipment for the fire and police depart- 
ments. A portion of the mo.noy vxill be used in various adminis- 
tration areas, particularly in the police department. At least 
half of the total revenue s.haring funds will be used for programs 
that v/ill require continuous funding. Hartford is giving par- 
ticular emphasis to expanding and improving the police depart- 
ment and for upgrading the quality of city management. No rev- 
enue sharing funds •.•/ill be applied tov/ard a tax cut. 
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